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Amounts available for obligation 


1954 actual | 1955 estimate | 1956 estimate 


Appropriation or estimate $188, 546, 000 | $120, 000, 000 $27, 550, 000 
Carried to surplus, Public Law 149 (from prior balance re- 
turned from Tennessee Valley Authority fund) —66, 000 


Obligations incurred 188, 480, 000 


Analysis of expenditures 


| 1954 actual | 1955 estimate | 1956 estimate 





Obligations incurred during year (total expenditures paid into 


NR I acatttt tne caisanshaitie aie wnenosn eines $188, 480,000 | $120,000,000 | $27, 550, 000 





Expenditures are distributed as follows: ee ae 
Out of current authorizations 188, 546, 000 | 120, 000, 000 
— 66, 000 


Out of prior authorizations 





2 


Consolidated amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


Income: 
Transferred from general fund appropriation account 
Corporate income 
Unobligated balances brought forward: 
Appropriated funds. 
Power pr 
Nonpower proceeds. 
Continuing fund 
Carried to surplus, Public Law 149 


Total available for obligation 

Retirement of borrowin; 
Repayment of investment 
Unobligated balance carried forward: 

Appropriated funds 

Power pr 

Nonpower proceeds 

Continuing fund 


Total obligations 


1954 actual 


$188, 546, 000 
160, 578, 863 


15, 974, 362 
37, 757, 712 
4, 676, 977 
1, 000, 000 


’ 


—5, 000, 000 
—19, 676, 977 


—52, 266, 056 
—36, 755, 746 
—5, 465, 224 
—1, 000, 000 


288, 303, 911 


Obligations by activities 


Description 


ACTIVITIES FINANCED FROM APPROPRIATED FUNDS (TRANSFERS 
FROM THE CENERAL FUND) 


Acquisition of Assets 


Navigation, flood control, and power program: 
Feajeee contriuutins to power supply: 


Boo 

Fort Patrick Henry 

Additional hydro units: 
Pickwick 5 and 6 
Guntersville 4 
Hales Bar 15 and 16. 


g 
Johnsonville steam plant 
Widows Creek steam plant 
Kingston steam plant......- 
Shawnee steam plant. -- 
Colbert steam plant 
John Sevier steam plant 
Gallatin steam plant 


Total projects contributing to power supply 
Transmission system facilities 
Power service building 
Additions and improvements at completed projects 
Navigation facilities 
Investigations for future projects 
Distribution of administrative and general expenses 


Total navigation, flood control, and power program 
Fertilizer and munitions program: 
Cipbnoidal tantiiietey fio). Soe el fo. daccccccccccccccee 
Distribution of administrative and general expenses---- -- - 
Total fertilizer and munitions program 
General service activities: 
RN as accuse cette a Setindhie ceminehine abmier 
Distribution of administrative and general expenses 
Total general service activities 


Total acquisition of assets 


1954 actual 


—$182, 536 
1, 731, 887 


. 38, 307 
—1, 676 
149, 146 
908, 364 
63, 982 
936, 077 
237, 273 
205, 249 
692, 150 

1, 268, 900 
7, 154, 360 
35, 321, 343 
22, 670, 998 
15, 084, 584 
23, 919, 975 
17, 243, 403 


127, 441, 786 


15, 576, 132 
105, 473 

1, 355, 662 
, 129 

101, 640 

1, 559, 338 


146, 376, 160 


901, 597 
23, 987 


925, 584 


—318, 890 
10, 978 


— 307, 912 


146, ~ 146, 993, 832 


1955 estimate | 1956 estimate 


408, 467, 914 


$27, 550, 000 
248, 329, 000 


—14, 000; 000 
—51, 982, 000 


—33, 419,746 | —: 


—6, 982, 000 | 
—1, 000, 000 | 


321, 238, 056 


1955 estimate 


ses 


PRB 
SSEhB52..83: 
22 | SS2SSSS3SSS3S= 


OS 


oa | BB 
25 


S 


 ] 
J 
# 


150, 298, 000 


1, 174,000 
21,000 


1, 195, 000 


892, 056 | 
5, 000 | 





221, 368, 000 


1956 estimate 


es 897, 056 
__146, 998, 832 | 152, 3 152, 390,056 | - 
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Obligations by activities—Continued 


| 
Description 1954 actual | 1955estimate | 1956 estimate 


Ecchi 
ACTIVITIES FINANCED FROM APPROPRIATED FUNDS—Con. 


ns 


estimate 
Expenses 
Xavigation, flood control, and power program: 
*” Navigation operations ° $277, 450 $272, 000 | $100, 000 
Flood control operations 130, 058 137, 000 | 166, 000 
Multipurpose reservoir operations 2, 009, 591 2, 204, 000 2, 000, 000 
Distribution of administrative and general expenses... ---| 142, 651 163, 000 | 157, 000 


Total navigation, flood control, and power program 2, 559, 750 | 2, 776, 000 | 2, 423, 000 





Fertilizer and munitions program: | 
Fertilizer and munitions development. --__............--- | 2, 143, 809 2, 366, 000 2, 150, 000 
Distribution of administrative and general expenses-_-----| 88, 410 | 84, 000 90, 000 





Total fertilizer and munitions program 2, 232, 219 2, 450, 000 | 


2, 240, 000 


Resource development program: 
Resource development__ -- 547, 071 347,000 | 400, 000 
Distribution of administrative and general expenses-.------ 62, 737 | 42, 000 | 42, 000 

Total resource development program -_....-...----------| 609, 808 | 389, 000 | 442, 000 

General service activities: Maintenance of bridges financed by | | 

others on TVA dams ‘i 117 | 2, 000 2, 000 








Total expenses 5, 401, 894 | 5, 617, 000 5, 107, 000 
| 


Changes in Working Capital 


5 estimate Inventories and property transfers 








Total activities financed from appropriated funds 








ACTIVITIES FINANCED FROM CORPORATE FUNDS 
Acquisition of Assets 


Navigation, flood control, and power program: 
Projects contributing to power supply: 

Boone 7,373 
Fort Patrick Henry 71, 734 
Additional hydrounit—Fontana 3 13, 259 | 
Johnsonville steam plant 14, 718 
Widows Creek steam plant 49, 983 | 
Kingston steam plant 258, 940 | 
Shawnee steam plant 304, 350 | 
Colbert steam plant 1,891 
John Sevier steam plant 31, 445 | 
Gallatin steam plant 12, 807 


Total projects contributing to power supply 766, 500 
Transmission system facilities 25, 032, 032 | 
Additions and improvements at completed projects 135, 489 | 
Investigations for future projects ; 145, 818 
Distribution of administrative and general expenses... ---- 332, 582 


Total acquisition of assets 26, 412, 421 | 





i oa 
(2 
: 38 


ivigation, flood control, and power program: | 
Power operations | 120,194, 000 
Multipurpose reservoir operations 1, 575, 000 
Distribution of administrative and general expenses 1, 544, 000 





Total navigation, flood control, and power program | 81,171,039 | 123, 313, 000 


SEaB: 
e223: 22 


trtilizer and munitions program: 
Fertilizer and muntions development | 16, 250, 909 | 17, 431 , 000 15, 268, 000 
Distribution of administrative and general expenses a08, OH? | rn a 





Total fertilizer and munitions program | 16,554,936 | 17,790,000 15, 643, 000 





Mesource development program: 
Resource development ae! 82 000 
Distribution of administrative and general expenses 62, 737 | Bs aor 





Total resource development program 582, 000 | 662, 000 
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Obligations by activities—Continued 


Description 


ACTIVITIES FINANCED FROM CORPORATE FUNDS—Continucd | 


Expenses —Continued 
General service activities: 
Reimbursable services 
Distribution of administrative and general expenses 
Total general service activities 
Total expenses 
Changes in Working Capital 
Inventories 
Total activities financed from corporate funds_.........- 
Obligations incurred 
RECONCILIATION OF ORLIGCATIONS TO ACCRUED EXPENDITURES 


Total obligations 
Add change in unliquidated obligations...............-.------ 


‘Fubel accrued expenditures... .-....-..............-..... 
Add changes in inventories derived from appropriated funds .-_ 
Add transfers of property from other agencies. -_....-..---.---- 
Deduct changes in inventories derived from corporate funds. -- 


Total applied to programs (statement A) 


| 
} 
124, 387 


5, 899, 560 


$5, 343, 454 


5, 467, 841 
103, 803, 624 | 


136, 115, 605 


} 


$3, 978, 000 
100 


’ 


4,078,000 | 
129, 901,000 | 


3, 820, 000 | 


163, 231, 000 | 


1954 actual | 1955 estimate | 1956 estima: 


$3, 828, ON0 
15, 000 


SL , 
3, 843, 000 


143, 461, 000 


6, 878, 000 


179, 559, 000 





288, 303, 911 
125, 985, 390 


48, 760 
93, 136 
5, 899, 560 


408, 531, 637 





288, 303, 911 





414, 289, 301 


417, 223, 056 


321, 238, 056 
99, 805, 000 | 


421, 043, 056 | 


3, 820,000 | 


ScuEepuLeE A-1.—Obligations by objects 


Object classification | 1954 actual | 1955 estimate 


Total number of permanent positions 

Full-time equivalent of all other positions... ____- 
Average number of all employees 

Number of employees at end of year 


Average salaries and grades: 
Grades established by the Board of Directors: 
Average salary 
Average grade_-__- ae 
Ungraded positions: “Average ‘salary_ : 


Personal services: 
Permanent 
Positions ot = than permanent 

Regular pay in excess of 52-week base 

Payment above basic rates_.._--_-_- * isi 8 

Excess of annual leave earned over leave taken_._____- 

Excess of annual leave taken over leave earned... ----- 


Total personal services 


NE ORE ae ; 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 

Services 
Supplies an 
Equipment 
Lands and structures... _- 
Grants, subsidies, and contributions... 
Refunds, awards, and indemnities 
Interest 
Taxes and assessments.._............-.-.- 

Undistributed (contingency) ....... 


ai 
Deduct allocated working fund ‘Obligations... 


materials 


PIN iin diicncacucsndueddeeascadcsscnccenven 288, 


ROE se he a EE 


rformed by other agencies._.._-..._.....---| 


59, 997, 415 

185, 938 
4, 639, 024 | 
331, 761 


118, 401, 79 
1, 138, 793 
15, 101, 498 
796, 213 

1, 700, 700 

87, 033 


3, 073, 570 
60, 634, 506 
56, 123, 830 

2, 088, 153 

7, 645, 246 

131, 527 
694, 050 
857, 642 


293, 231, 037 
4, 927, 126 





24, 756, 497 | 





288, 303, 911 | 


321, 238, 056 


221, 368, 00) 
13, 940, 000 


235, 308, 000 


6, 878, 000 


|——_ 


228, 430, 000 


1956 estimate 


16, 62 


$58, 849, 071 
23, 676, 545 
208, 438 


5, 782, 000 
4, 659, 000 
83, 890, 654 








ISsisis 


! 
| 


on 
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Mr. Ranaut. We take up this morning the Tennessee Valley Au- 
thority and I presume, General Vogel, you have a statement to make? 

General Voceu. I have a brief opening statement. 

Mr. Rasavut. The committee will be glad to hear you at this time. 


GENERAL STATEMENT 


General Vocet. When Congress created the Tennessee Valley 
Authority in 1933 it gave legislative recognition to the fact that a 
river valley comprises a natural unit for the development of water 
resources. The Tennessee Valley Authority Act gathers the many 
functions of land and water management into a single assignment and 
directs a single Federal agency to undertake the responsibility for 
developing the river and the other natural resources of its valley. 
This is the only instance in which the Federal Government has vested 
comprehensive responsibility of this kind in one agency. 

TVA’s responsibilities for the development of land resources em- 
brace such activities as the promotion of forest improvement and use, 
the development of agricultural resources, and fertilizer and munitions 
research and development. TVA operates a chemical laboratory and 
experimental production facilities at Wilson Dam, Ala., for the pro- 
duction of new and improved chemical fertilizers. These fertilizers 
are used entirely in education and demonstration programs. They 
have been instrumental in a substantial expansion of the use of fer- 
tilizers in improved agriculture and in stimulating a market for pri- 
vately produced fertilizers which in a recent 15-year period expanded 
fourfold in the Tennessee Valley and doubled in the Nation as a 
whole. In addition, the plant is readily convertible to the production 
of munitions and, in fact, furnished 60 percent of all the elemental 
phosphorus used by our Armed Forces in World War II. I might 
interpolate here to state that the plant furnished 100 percent of all 
elemental phosphorus used by the Armed Forces during the Korean 
conflict. ‘TVA operates a plant at Muscle Shoals for the Department 
of the Army which produces component materials for a product of 
the Chemical Corps. As requested by the Department of the Army, 
TVA’s chemical facilities are used for research and development of 
munitions. 

TVA’s responsibilities for water resource development include the 
management of the Tennessee River for navigation and flood control 
and for the maximum generation of electricity consistent with these 
two purposes. ‘To provide for the maximum development of the 
water resource, TVA gives attention in varying degrees to the second- 
ary benefits—recreation, fish and wildlife, domestic and industrial 
water supply, control of malaria, pollution abatement, and soil con- 
servation as it relates to water conservation. In conducting studies 
and surveys concerning these secondary benefits TVA cooperates to 
the fullest possible extent with all interested Federal, State, and local 
agencies. 

The creating act also turned over to TVA for operation an existing 
Federal water control project, Wilson Dam and related facilities, 
built between 1918 and 1925. Since 1933 TVA has designed and 
built 20 dams—17 multipurpose projects and 3 single-use projects; 
it operates 7 hydroelectric projects purchased from the Tennessee 
Electric Power Co.; and, through a cooperative agreement with the 
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Aluminum Co. of America (Alcoa), directs the operation of 12 Alco, 
hydro projects in the basin. The water control system of the Tep. 
nessee Valley contains 40 projects, all of them operated by TVA oy 
at its direction. No other major river system in this or any othe; 
country is more completely controlled and so thoroughly utilized, 

Navigation development is one of the major programs through 
which TVA fulfills its broad responsibilities for unified development 
of the area’s resources. 

The 9 mainstream dams on the Tennessee River each contains 
locks which permit navigation on a 9-foot channel from the Ohio 
River at Paducah, Ky., to Knoxville, Tenn., a distance of 650 river. 
miles. The Tennessee is a part of the inland navigation system of 
the United States which directly serves the commerce of some 2 
States. River traffic on the Tennessee has expanded from 32.6 million 
ton-miles in 1933 to 1.25 billion ton-miles (estimated) in 1954, with 
savings to shippers in transportation costs in 1954 of about $14 million, 

Since 1945, when construction of the channel was substantially 
completed by TVA, major attention has been given to encouraging 
the fullest use of the waterway. As a means of accomplishing this, 
TVA provides technical data to barge lines, industries, and others 
concerning channel conditions, reservoir operating schedules, trans- 

ortation services, and the location of industrial waterfront sites. 

VA also gives continuing attention to the need for improvements 
= navigation facilities and, when justified, designs and constructs 
them. 

Cargoes on the waterway, all handled by privately owned barge 
lines, include grain from the Midwest; automobiles from Northern 
States; petroleum products from the Southwest and Midwest; steel 
from Pittsburgh and Chicago; fertilizer to the Midwest; coal from 
Illinois, Kentucky, Indiana, and Tennessee; and salt and sulfur from 
the gulf coast. 

Although TVA has the responsibility for developing navigation on 
the Tennessee River, I think it is important to note that the Corps of 
Engineers operates and maintains the navigation locks and maintains 
dredged cuts and safety harbors. It also keeps official records on 
river traffic. With TVA, it reviews proposed structures in or along 
the river to determine their effect on navigation. The two agencies 
maintain close liaison, work in close harmony and, along with the 
Coast Guard, which maintains navigation aids on the main channd, 
conduct regular inspections of the channel, locks, and navigation 
aids. 

Flood control is one of the important benefits resulting from the 
Tennessee River reservoir system. The basic act lists flood control 
as the No. 2 purpose after navigation. The average annual rainfall 
in the Tennessee River Basin is about 51 inches. Nearly half the 
year’s total occurs between December and April and floods are likely 
to occur during this period. The control of such floods is a major 
factor in planning, designing, constructing and operating the dams and 
reservoirs of this system. | 

TVA’s multipurpose reservoir system provides approximately 
14,600,000 acre-feet of useful conteolle storage, of which 11,802,000 
acre-feet are reserved for flood storage as of January 1 of each year. 
In other words, we enter into the calendar year with capacity 
take care of what may be expected reasonably to follow. ‘This stor- 
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ave capacity provides flood protection to urban, industrial, and agri- 
cultural areas along the Tennessee and its tributaries and is an 
important influence on flood conditions along the lower Ohio and 
Mississippi Rivers, Savings in flood damage at Chattanooga, Tenn., 
alone have amounted to over $53 million since 1936. Flood crests 
on the Ohio at Cairo, Ill., have been reduced by as much as 1.9 feet 
by regulation of the flow of the Tennessee. The effectiveness of 
existing levees guarding some 12 million acres on the lower Mississippi 
and Ohio has been improved by control of the Tennessee. That was 
exemplified during the recent high water on the Ohio this past spring, 
when our people were in close contact with the Corps of Engineers’ 
representatives and held water in the Kentucky Reservoir. I will 
come to that in a moment. 

Section 7 of the Flood Control Act of 1944 directs TVA, in the case 
of danger from floods on the lower Ohio and Mississippi Rivers, to 
“regulate the release of water into the Ohio River in accordance with 
such instructions as may be issued by the War Department.” 

TVA aids the Corps of Engineers to control floods on the lower Ohio 
and Mississippi. For example, on March 10, 1955, as the Ohio River 
flood crest approached Paducah, Ky., TVA controlled the release of 
water at Kentucky Dam so as to enable the Corps of Engineers to 
regulate the flood crest on the Ohio. TVA’s control of the flow of the 
Tennessee reduced the crest at Paducah, Ky., during the critica] hours. 
The gaps in the protective floodwall at Paducah did not need to be 
closed. Rail and road traffic passed through the gaps as usual with no 
expensive and inconvenient disruption. 

The cities and towns lying along the Tennessee are substantially 
protected by the TVA reservoir system but some spots along the river 
need additional physical improvements of a local character to provide 
them with complete protection. Such locations are Chattanooga, 
Tenn., and Asheville, N. C. TVA has investigated and reported on 
flood problems at both of these cities and has found protective works 
economically justified. Independent surveys by the Corps of Engi- 
neers agree with conclusions reached by the TVA. 

The great floods have been brought under substantial control in the 
Tennessee Valley, but even so, many communities have serious flood 
problems that are not entirely eliminated or even reduced by TVA’s 
flood control system. Floods serious in their local effect occur on 
streams subject to flash floods and on streams too far from the main 
river system to be benefited by the flood control reservoirs. In many 
such instances protection by reservoir storage or levees is not eco- 
nomically feasible and delays often occur while the communities try 
to secure such construction by the Federal Government. 

In the meantime, the solution to the community’s flood problem is 
delayed and may be made more severe by the encroachment of housing 
and industrial developments into areas where the flood danger is high. 
To help correct this situation TVA is furnishing basic flood height in- 
formation to State planning groups and local communities which they 
can use immediately to help find methods of minimizing flood damage 
as alternative or supplementary to controlling floods by the construc- 
tion of protective works. 

Once these facts are reviewed with the communities so that they 
understand their flood problem, TVA helps them consider methods of 
preventing flood damage—methods which can be worked out without 
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undue delay, which are within their means, and which often will re. 
quire no investment of Federal funds. Some of the methods involye 
extension of zoning regulations to cover areas subject to flooding go 
that restrictions are placed on locating housing and industrial develop- 
ments in flood danger areas. Flood data are taken into account jp 
locating roads, utilities, and other improvements. The Federal] 
Housing Administration and the Veterans’ Administration are taking 
TVA flood data into account in considering approval of subdivisions. 
Other agencies interested in public housing, slum clearance, real estate 
development, and financing as well as State highway and industrial 
departments are using these data too. 

In connection with its responsibility for the electric power supply in 
an 80,000 square mile area, TVA is now producing power at 6 large 
modern steam plants which it has completed or has under construc- 
tion and at 5 smaller plants which it acquired. Two other large steam 
plants now under construction will soon be producing power. TVA 
also operates over 9,600 circuit-miles of transmission lines. 

The total capacity of TVA’s hydro and steam plants is 6,795,250 
kilowatts (March 31, 1955). The total capacity of the TVA system, 
which includes the hydroplants of the Aluminum Company of America 
on the Little Tennessee and the Corps of Engineers on the Cumber- 
land, is 7,619,185 kilowatts. During fiscal year 1954 TVA disposed, 
of 30.7 billion kilowatt-hours, 41 percent of it to Federal agencies, 
including the Atomic Energy Commission, the Arnold Engineering 
Development Center at Tullahoma and the Department of the Army, 
installations primarily in the vicinity of Muscle Shoals. In 1933 the 
entire area now served by TVA used 1.5 billion kilowatt-hours. 

In its power operations TVA acts as a producer and wholesaler of 
electricity, selling to major installations of other Federal agencies, 
directly served major industries, and to municipal, cooperative, and 
privately owned distribution systems. The TVA Act requires that 
preference in the sale of power be given to State and local agencies and 
to cooperative organizations for the particular benefit of domestic and 
rural consumers. 

The hydropower produced at the Corps of Engineers projects in the 
Cumberland Basin is distributed over the TVA system. Under sec- 
tion 5 of the Flood Control Act of 1944, the Secretary of the Interior, 
through the Southeastern Power Administration, is responsible for the 
marketing of that power. The entire power output of the three proj- 
ects thus far completed on the Cumberland is sold by SEPA to TVA 
for distribution under the same policies TVA employs in distributing 
TVA-generated power. 

Mr. Chairman, that concludes my general opening statement con- 
cerning TVA’s statutory responsibilities for development of water 
resources in the Tennessee River Basin and, if there are no questions 
at this time, I would like to ask that Mr. Wagner, our General Mana- 
ger, be called upon to summarzie our program plan. 

Mr. Rasavut. Mr. Cannon. 

Mr. Cannon. Mr. Chairman, some years ago it was my good for- 
tune to be in Panama and, while there, General Vogel’s kindness and 
courtesy made my stay very pleasant and informative. So I take 
advantage of this opportunity to express my appreciation of his 
re on that occasion and my pleasure at seeing him again across the 
table. 


a 
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From the general statement it is evident we are dealing with a 
rather unique subject and it occurs to me, Mr. Chairman, there mer 
he members of our committee who are not intimately familiar wi 
the matters with which the estimates deal and we might have a little 
background before we take up the various features of his statement, 


SERVICE OF KEY PERSONNEL 


General Vogel, how long have you been associated with the Tennes- 
see Valley Authority? 

General VocEt. I took my oath of office on the 1st day of September 
1954, sir. 

Mr. Cannon. And, Dr. Curtis: How long has he been with the 
Tennessee Valley Authority? 

General Vocret. Dr. Curtis had better tell you himself. He has 
been there for a long, long time in many capacities. 

Dr. Curtis. I came to TVA in the fall of 1933 in the capacity of 
Chief Chemical Engineer. Then I was away for 10 years at the 
University of Missouri and I came back as a member of the Board in 
February of 1949. 

Mr. Cannon. Dr. Paty? 

Dr. Pary. Three years this coming 4th of July. 

Mr. Cannon. Mr. Wagner? 

Mr. Waener. I have been with TVA since July 16, 1934, Mr. 
Chairman. 

Mr. Cannon. Mr. Wessenauer? 

Mr. WessENAUER. September 1935. 

Mr. Cannon. Mr. Kampmeier? 

Mr. Kampmerer. August 1933. 

Mr. Cannon. Mr. Swidler? 

Mr. Swrpter. November 1933. 

Mr. Cannon. Mr. Leonard? 

Mr. Leonarp. December 4, 1933. 

Mr. Cannon. Mr. Young? 

Mr. Waener. Mr. Young is not here this morning. 

Mr. Cannon. About how long has he been with the Authority? 

Dr. Curtis. Since July of 1933. 

Mr. Cannon. Mr. Case? 

_ Mr. Waener. Mr. Case is not here. I believe he has been with 
I'VA since about 1934 or 1935. 

Mr. Cannon. Mr. Kilbourne? 

Mr. Waener. Mr. Kilbourne is not here this morning. I think 
somewhere in the middle thirties. I can get that information for 
you, if you would like to have it. 

Mr. Cannon. Just approximately. 

Mr. Wagner. I would say approximately 1934 or 1935. 

Mr. Cannon. Mr. Van Mol? 

Mr. Van Mou. February 1936. 

Mr. Cannon. Mr. Ellis? 

Mr. Exuis. August 1937. 

Mr. Cannon. Mr. Chairman, there is one thing that stands out 
here to the credit of TVA and of the personnel, that they have had 
long associations with TVA. 

Mr. Rasavur. That is right. 
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BacxkGrounp or TVA System 


Mr. Cannon. By way of background, Mr. Wessenauer, this js q 
prodigious enterprise; it is rather unique. Would you say it is the 
largest in the world of its kind? 

Mr. Wessenaver. It is among the largest; yes, sir. It is the 
largest in the United States in the production of power. 

Mr. Cannon. And production of power, of course, is one of the 
objectives in which we are interested. 

ell us briefly, Mr. Wessenauer, something of the development of 
the system, its size, location, and functions. 

Mr. WesseNaver. I will be glad to do that, sir. Would it be 
helpful if I pointed out some of these projects on the map? 

Mr. Cannon. That would be helpful. 

Mr. WessenaveEr. The Tennessee River from its mouth at Paducah. 
Ky., to Knoxville, Tenn., at the head of navigation, covers a distance 
of some 650 miles. The main river has been developed by nine major 
multiple-purpose projects. Those 9 projects provide a 9-foot navi- 
gation channel for a distance of 650 miles. The projects also haye 
flood-storage capacity which assists in flood control along the main 
stem of the Tennessee River; in the Kentucky Reservoir there is a 
large storage capacity reserve to hold back the high waters of the 
Tennessee and, as General Vogel explained earlier, it assists in the 
control of the floods in the lower Ohio and lower Mississippi Rivers. 

Each of those projects have hydroelectric capacity installed for the 
production of electricity. There are 5 major tributaries of the Tennes- 
see and on those tributaries are located some 19 projects owned by 
TVA; there are also 12 owned by the Aluminum Co. of America. 
Each of the major tributaries has on it a large storage reservoir 
utilized primarily for holding back and storing the high waters 
during the winter and spring months and from which the waters are 
released during the low-water period later in the year. That provides 
flood control and low-water regulation for navigation, and it enables 
the production of power not only at those projects, but at all of the 
ones on the stream down below. 

I might point out those major storage projects on the tributaries. 
Norris Dam on the Clinch, Cherokee pe on the Holston, Douglas 
Dam on the French Broad River, Fontana Dam on the Little Tennessee 
River, and Hiwassee Dam on the Hiwassee River. 

I mentioned the projects of the Aluminum Co. of America. They 
are all located in the Little Tennessee River Basin. The five major 
ones are shown on this chart. There are several small ones, also 
located on that stream or its tributaries. 


CORPS OF ENGINEERS’ PROJECTS 


In addition, the hydropower of the Cumberland is connected into 
the TVA system. The Corps of Engineers is developing the Cumber- 
land River (which is at the top of this map). The three major dams 
now in operation are Wolf Creek Dam, Dale Hollow, and Center Hill. 
TVA also owns a plant on the Cumberland River, Great Falls Dam, 
which was owned formerly by the Tennessee Electric Power Co., the 
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title coming to the TVA when the properties of that company were 
sold to TVA and the local distributors of TVA power. Power from 
the projects of the Corps of Engineers, as General Vogel explained 
earlier, is disposed of through the Department of the Interior and 
specifically the Southeastern Power Administration, which has con- 
tracted with TVA to sell the entire output of those plants to TVA to 
distribute it over the TVA system along with power generated by 
TVA projects. 


CAPACITY OF POWER PROJECTS INSTALLED 


The total hydrocapacity now in service is just under 3.5 million 
kilowatts, of which about 500,000 kilowatts are located on the Cumber- 
land River. There are also in operation as part of this system some 
13 steam stations—thermal-electric generating stations. Six of those 
were acquired from companies which were operating in the area at 
the time of the acquisition of their properties by TVA and the distrib- 
utors—in 1939, or later. Another one of them was the old steam plant 
at Wilson Dam, built in connection with the hydroproject at that 
location. 

TVA has built and put in operation six major steam projects. The 
first one was the Watts Bar steam plant, built early in World War IT. 
Since that time there have been put in operation the Johnsonville 
steam plant, the Widows Creek steam plant, the Shawnee steam 
plant, the Colbert steam plant, and the Kingston steam plant. The 
capacity of all those steam plants at the moment is about 4.3 million 
kilowatts. So that, as of today, the total installed capacity of the 


power system—hydro and steam—is 7.8 million kilowatts including 
Alcoa plants and Corps of Engineers plants on the Cumberland. 


CAPACITY OF POWER PROJECTS UNDER CONSTRUCTION 


Just a word about the projects now under construction. We are 
adding 60,000 kilowatts of hydro capacity in the Hiwassee Dam. The 
unit that is being installed is a very unusual unit in that it is a pump- 
storage unit, capable of generating power by water released from the 
reservoir, and capable of pumping water from the river below back 
into the reservoir whenever that is the desirable thing to do. That 
would occur by pumping water back at night and letting it out in 
the daytime to produce power to help carry the heavier load in the 
daytime. We are also adding capacity at the Nottleby project—one 
of the storage reservoirs above Hiwassee Dam, built initially for flood 
storage. A 15,000-kilowatt unit is being added at that project. 

The other hydro capacity being made available in the area consists 
of projects of the Aluminum Co. of America, which recently secured 
a license from the Federal Power Commission to build the Chilhowee 
project, and which has one other small project just about completed. 
The two together will add some 60,000 kilowatts to the hydro capacity 
of the system. 

As you perhaps learned from earlier discussions with the Corps of 
Engineers, there are two large projects under construction on the 
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Cumberland River: the Cheatham project which is to help provid 
navigation up to Nashville, and the Old Hickory Dam, which yj 
provide for possible navigation further up the river. Those projects 
would add some 136,000 kilowatts of hydro capacity. ; 

TVA has construction under way of added units at steam plants 
already in operation, and has two new steam plants still under con. 
struction. One new plant is the John Sevier steam plant in upper eas 
Tennessee. We expect the first unit of that plant to be in operatioy 
around the middle of the year. The other large plant under constry. 
tion is the Gallatin steam plant on the Cumberland River, where thp 
first unit will go into operation the first part of next year. The steam 
capacity under construction is about 2 million kilowatts. So we haye 
a system, with the hydro construction under way and the steam cop. 
struction under way, that will have a capacity of a little over 10 million 
kilowatts. Just by way of comparison, the capacity in this area jp 
1933 was about 815,000 kilowatts. 


DAMS OPERATED PRIMARILY FOR NAVIGATION AND FLOOD CONTROL 


The multipurpose dams are designed and operated, in accordance 
with the TVA Act, to give priority to navigation and flood control, 
I might illustrate how that affects power production. During most 
winters there are periods when there is more water in the Tennessee 
River than can be used through the turbines at the main river dams. 
Some of that water might be stored in the main river reservoirs and 
used to generate power later when the streamflow is not as great. 
But that water must be released, and not stored for power generation 
because the reservoir storage space all up and down the main river is 
reserved for flood control and is filled only during floods. As soon asa 
flood passes, that water is released and the storage space is again made 
available for future floods. 

In a similar way, we have a system of tributary reservoirs. Someo! 
their storage capacity is also reserved for flood control the year 
around, like the main-river storage. A further portion of their storage 
capacity is reserved for flood purposes in accordance with a seasonal 
pattern. But in some winters it is necessary to spill a lot of water 
to maintain the flood storage space. For example, in the winter of 
1951-52, after the floodwaters were stored at some of those reservoirs, 
the reservoir levels were above the levels that we hold for flood storage, 
so the water was released and the equivalent of about 800 million 
kilowatt-hours was spilled down the river. As it turned out, the net 
3 years were very dry years and that water would have been ver 
valuable. In fact, at times we had to buy energy that cost as much as 
10 mills a kilowatt-hour. This spring we had another instance where 
water was released from the reservoirs which later could have get 
erated about half a billion kilowatt-hours. 

I cite those examples to show that these projects are operated as 
they were intended, primarily to serve flood control and navigation. 
As an example of operation primarily for navigation, it is necessaly 
at a project like Pickwick Dam to maintain releases throughout the 
day. Last summer it would have been preferable from the stand- 
ro of power to concentrate the releases during the daytime hours, 

ut the navigation requirements dictated otherwise and they wer 


fulfilled. 
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TVA POWER SERVICE AREA 


I trust that gives a rather quick picture of the river, of the steam 
and hydroplants and their locations and operation. I might point 
out that this shaded area on the map represents the area in which the 
power is being distributed to the people in the region. It is an area 
of approximately 80,000 square miles. ‘That area is about twice the 
size of the Tennessee drainage basin, which is not delineated but which 
is indicated by where the river is and where the headwaters are located. 
You will note that in some parts of the Tennessee drainage basin TVA 
power is not available and that there are places outside of the Tennes- 
see drainage basin where TVA power has been made available; as an 
example, TVA’s first power customer was the city of Tupelo, Miss., 
which is located outside of the Tennessee drainage basin. The popu- 
lation within that power service area is approximately 5 million. 

Power is distributed by TVA in this manner: TVA generates and 
transmits the power, and sells it in wholesale quantities. The disiri- 
bution function is primarily handled by local agencies. There are 
150 local agencies—97 municipalities, 51 cooperatives, and 2 private 
companies—which buy power from TVA at wholesale and resell it to 
approximately 1,300,000 consumers located in this service area. 

I might point out that the power service area was determined 
by the preference of the people in the local areas. The act provides 
that power from these projects may be made available within trans- 
mission distance of the hydroprojects. Within that statutory pro- 
vision the choice as to where the power was to be made available was 
determined by local communities or groups of farmers who elected to 
do the necessary things to put themselves in a position to buy power 
from TVA under standard contracts and resell it. 


COORDINATED OPERATION OF TVA DAMS FOR ALL PURPOSES 


Mr. Cannon. Mr. Chairman, it is evident that this agency has 
many functions, and, apparently, some of these functions are in 
conflict. For example, in order to have available sufficient water 
for power, a certain level must be maintained. 

On the other hand, in order to provide flood control, the water 
level must be kept sufficiently low to have room for excess water. 
There is a line of demarcation, I take for granted, between the water 
required for power and the space required for flood control. 

Mr. WessENAUER. Yes, sir; but not entirely a fixed line. In some 
reservoirs like the ones in the upper Holston River, we do have a 
level line above which the entire storage is reserved for flood storage 
“ year around. That is true also of the Kentucky reservoirs. In 
other 

Mr. Cannon. That leaves you sufficient water to produce needed 
power? 

Mr. Wessenaver. That is right. 

General Voce.. Mr. Chairman, our people have worked out over a 
period of years, as a result of practical experience and long records of 
the rainfall in that region, what are known as rule curves for each of 
these reservoirs so that for each season of the year they are able to tell 
what would be a safe level to hold the water at, in order to provide 
available space above that for flood storage, coincident with that par- 
ticular season. 
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So I feel that we are really bringing very closely together these prob. 
lems of flood control, navigation, and power which, normally, are. as 
ou say, pretty much in conflict with one another. But there hag 
bests a formula arrived at, as a result of experimental work over g 
period of time, whereby that has been achieved. 

Mr. Cannon. You have developed, then, a routine or formula under 
which you coordinate both power and flood control? 

General Vocet. Yes, sir. I might point out that it is not always 
satisfactory to everyone else though, because as you can well realize 
during a prolonged drought period, such as we have had for the past 
several years, it has been necessary to draw these lakes down in some 
instances far more than we would like. That has not intruded upon 
the flood-contro] purposes, but it has, in order to create economical 
power, drawn down the lakes to a level where those people who enjoy 
using them for recreation and fishing have been a little bit disap- 
pointed. However, you cannot always please everyone, and I think 
you understand that. 

Mr. Cannon. It has in no respect limited either function? 

General Vocet. Well, there is a limitation, but I do not think it 
has any marked diminution of the purposes of the project. 


RETAIL DISTRIBUTION OF TVA POWER 


Mr. Cannon. Going back to the original plan of operation and the 
development of the system, Mr. Wessenauer, TVA itself does not 
retail power. The power is retailed through various distribution 
systems? 

Mr. WeEsSENAUER. Yes, sir. 

Mr. Cannon. With how many distribution systems do you deal? 

Mr. WessENAvER. There are about 150 local distribution systems. 

Mr. Cannon. What is the division of responsibility as between the 
TVA itself, and these various 150 systems of distribution? 

Mr. WesseNnAvER. TVA generates the power and carries the power 
over high-voltage transmission lines to points of delivery which are 
located in the areas of these various distribution systems. 

You might speak of it as being delivered to the city gate. There, 
the community receives the power. It builds the necessary lines 
within the community, or in the rural areas, and carries it to the 
individual users in the homes and on the farms and in the factories of 
its particular service area. 

We have a contract relationship with those distributors by which 
they agree to carry out the purposes of the TVA Act, the purposes as 
expressed by the Congress in the act, that the power should be made 
available widely, and at the lowest cost in order to encourage its use 
in the development of the region. 

Mr. Cannon. Developed to the utmost, you have a tremendous 
capacity there. 

Mr. Wessenauer. If I might take a minute, I would like to tell 
you something about the development and use of the power in this 
region over the past 22 years. 

Mr. Cannon. That would be in point. 
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GROWING USE OF ELECTRICITY ON THE FARM 


Mr. WessENAUER. Perhaps the most dramatic increase in the use 
of power has been in the rural areas and on the farm. ree 

in 1933 less than 3 percent of the farms in the area had electricity. 
That amounted to about 15,000 farms. ‘Today, in the same area, there 
are 440,000 farm homes served with electricity through this system. 

The use of electricity on farms in the year 1933 was only 9 million 
kilowatt-hours. Today, the farm use is about 1.5 billion kilowatt- 
hours a.vear, or a growth of 170 times. 

Iam sure many of you appreciate the importance of having elec- 
tricity brought to the farm and what it has meant to the life of those 
people and in their daily farm activities. 

Mr. Cannon. Especially the farm wife. 

Mr. WessENAUER. Yes; [ was reminded the other day about a 
woman who had a water system put in her home. She said, “Getting 
this water system is going to be just like heaven.”’ The fact that 
she no longer had to carry water was very important to her. 

I think one of the greatest benefits has been that the farmers have 
electricity with which to pump their water. That means not only in 
the farm home, where it is possible to have running water and plumb- 
ing facilities, but also on the farm itself, where the farmer can pump 
water in adequate quantities for the cattle, for other uses in his 
dairying operations, and so forth. 

These farms now also have refrigeration, which is another very 
important factor, and one that has meant much to the farmers. 

| would say that around 90 percent of these farm homes which 
now have electricity now have refrigerators. And, of course, use of 
the freezer, which has meant that their methods of preserving foods 
and the economies which they can have in the use of their food, has 
increased tremendously. 

About half of them have an electric range. Getting rid of the old 
wood stove has meant quite a bit to the farmer’s wife. Not so many 
of them have electric water heaters yet, but an increasing number are 
installing them. 

The farmer himself now can use electricity in such ways as grinding 
his feed and drying hishay. He can now do a better job in his dairying 
operations, since he can have adequate water supplies, and refrigera- 
tion, and hot water, so that he has a better rating as a dairyman than 
he would have without electricity. 

Just to summarize, one farmer said that the coming of electricity to 
the farmers has been like a long, steady rain after a long dry spell. 

General Voget. Mr. Chairman, may I interrupt a moment? 

Mr. Cannon. If you will. 

General Vocren. While I wish to concur entirely in what Mr. 
Wessenauer has said, I think it is desirable that there not be left in the 
minds of any of the members of the committee, or anyone else, the 
impression that the people of the Tennessee Valley constitute in any 
mi a benighted group who have not been able to do things for them- 
selves, 

Mr. Cannon. If you took that view of it you would include the 
people of the Missouri Basin. 

e have been particularly neglected, and have greatly profited from 
the use of electricity on the farm. 


63240—55——2 
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General Voce. That is the point which I desired to make. 

Mr. Cannon. I was down at Mount Vernon yesterday with som 

ests, and we came to the washhouse, where the laundry work of tly 
Wethineten household was handled. There was a group of woma 
standing there in front of the door, and one of them was saying, “thip| 
of having to carry all the water in and out, with all of the backbreakiny 
labor on those wash boards.” Another said “we do not realize ho, 
fortunate we are, and how much electricity has contributed to this 
generation.”’ 

They were city women, and of course, on the farm the problem j 
infinitely worse, and the contribution of electricity immeasurably 
greater. 

In other words, Mr. Wessenauer, TVA has wrought a tremendoys 
change both on the farm and in the city—not only in comfort and the 
standard of living, but in economical production. 

Would you say, within the area served by TVA, it has brought to 
the average TVA family a higher standard of living, and to the Nation 
a more economical production? 

Mr. WessENAvUER. Well, I spoke of the farmer, and the ability to 
use much more electricity than he was able to use 20 years ago, and 
the same thing is true in all other phases of life in the Valley. 


DEVELOPMENT OF POWER USE IN THE TVA AREA 


For example, take the average use of all the residents, farm and 
urban. In 1933 those homes that had electricity used only 600 
kilowatt-hours each, on the average, and now the average use is over 
5,000 kilowatt-hours a year in the TVA area. And where there wer 
only 225,000 homes and farms using electricity in 1933, today there 
are over 1,200,000. The residential use of electricity, in total, has 
grown about 46 times during that time. 

In business and industry, approximately 1% billion kilowatt-hous 
were used in 1933 and today that use has grown to 13.5 billion or some 
11 times. 

The fact that the worker and the home user and others have mor 
energy at their command, means that they can do things more quickly 
and more easily. They have more time to engage in other thing. 
In general, this has reflected itself in increased prosperity in the region. 

A lot of people contributed in working this out. It took not only 
the availability of power, but it took the work of the local agencies 
to build the distribution lines to carry the energy out to the farmer. 
It meant that the appliance dealers had to get busy and sell the ap- 
pliances, and to get the farmers to use them and to explain how they 
could be used. It takes an education process as to how it can best 
be done. 

I would like to call attention, also to the work of the REA and the 
rural cooperatives. We believe our early experience was very helpful 
to REA. In turn, the fact that REA was established in 1935 and 
made money available to be loaned to farm groups to build these dis 
tribution lines at favorable interest costs, has been a very important 
factor in bringing this about. 
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POWER FOR NATIONAL DEFENSE 


Mr. CaNNON. It is a matter of common knowledge that TVA 
services not only families and individuals and private industry, but 
that it has rendered also great service to the Government, to public 
enterprise, and especially to national defense. 

Can you give us a little information on that? 

Mr. WesSENAUER. I have spoken thus far primarily of the use of 
power by the people in the region, exclusive of the large use of power 
by the Federal Government itself. 

“Back in 1933, the amount of power used by Federal establishments 
in the region was insignificant. ‘Today the requirements of Federal 
establishments in the region are over 3.5 million kilowatts. 

Last year, they used 16.7 billion kilowatt-hours, primarily at the 
large installations of the Atomic Energy Commission at Oak Ridge 
and Paducah, but also at Redstone Arsenal, at the wind tunnel 
project at Tullahoma, Tenn., at Fort Campbell, at the Muscle Shoals 
development works, and so forth. 

Now, I think you are right, Mr. Chairman, that the availability of 
this power has had a value to the Nation as a whole. We have been 
able to make it available at low rates, and I think that our low rates 
were influential in the arrangement which the Atomic Energy Com- 
mission was able to make with other suppliers. We have not attemp- 
ted to determine the savings to the Atomic Energy Commission. 
I believe that agency will use about 45 billion kilowatt-hours a year, 
and you can see that a saving of 1 mill per kilowatt-hour would 
amount to a saving of $45 million a year. 

That is one of the factors which has benefited the Nation. 

Mr. Cannon. I recall, that when one of the last dams was built 
down there, there was considerable debate about it, and a good deal 
of division of opinion over it. The Senator from Tennessee, Senator 
McKellar, who up to that time had been the noted champion of TVA, 
was opposed to the building of this particular dam. 

Finally, however, we decided to build the dam. 

I was told afterward that but for that dam, we would have been 
hampered in the production of aluminum. As I understand it, the 
processing of bauxite in the production of aluminum requires a tre- 
mendous amount of electric power. 

Mr. WESSENAUER. Yes, it does, sir. It requires about 9 to 10 
kilowatt-hours per pound. 

Mr. Cannon. But for the addition of this dam, our efforts during 
the last war would have been hampered in the production of aluminum 
for airplanes. 

Mr. Krug, who advocated the construction of the dam, later became 
Secretary of the Interior, and later on my good friend, Senator 
McKellar, conceded the correctness of his position. 

Then, in 1945, when we had taken Okinawa at tremendous cost— 
the number of men who died there far exceeded anything we had 
anticipated—we squared away to take Tokyo. At a time when it 
seemed we faced another sacrifice of thousands of men, a single air- 
plane with a single bomb ended the war. 

So, it is impossible to estimate the value of the contribution of TVA 
to national defense. 
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Mr. Wessenaver. And, also, sir, the power that went into thy 
atomic bomb itself. You will recall that some of that power produce; 
at Douglas Dam and the other projects went into Oak Ridge. 

Mr. Cannon. In the production of both the plane and the bom) 
TVA contributed an indispensable service. 

We could not have produced the bomb without the vast Voltage 
provided by TVA. 

Mr. WessENnAvER. Well, a lot of the projects which the Appmn. 
priations Committee authorized during the war period provided the 
power which went to Oak Ridge in large quantities, from which the 
bomb material was prepared. 


FINANCIAL RETURNS OF TVA 


Mr. Cannon. Will you also give us some information on the matter 
of financial experience in the development of this great system—some- 
thing about the investment in money made by the Federal Govern. 
ment. 

Could you tell us about the capital invested and the earning history 
of TVA? 

Mr. Wessenaver. Well, I will try to summarize it for you, Mr. 
Chairman. 

I shall use figures for the last fiscal year; that is, through June 30, 
1954, and I assume your question relates to the power investment 
only. The investment in power facilities which were in use as of 
June 30, 1954, was a little over $1 billion—$1,026 million. Of that 
amount, approximately $786 million, or about three-fourths of it—— 

Mr. Pariurps. How much? 


Mr. WessENAUER. $786 million, sir, or about three-fourths of it, 
represented the net investment of rea moneys and moneys 


that were received from the sale of 
Treasury. 

The remaining one-fourth was provided from the earnings of the 
power system and reinvested in the facilities. 

Over the 21-year period from 1933 to 1954, the earnings of the power 
system have averaged annually about 4 percent of the average invest- 
ment which has been devoted to the production of power. 

Mr. Cannon. Could you say, also, that the production of power is 
the least lucrative of its activities? 

Mr. WessenaveEr. No; I would not say that, sir. 

Mr. Cannon. Is it the more lucrative? 

Mr. WessenaveEr. Well, the other activities of the TVA are not 
directed to provide revenues. . 

Mr. Cannon. I was under the impression that the wholesale dis- 
tribution was the less lucrative part of your power operation. 

Mr. WesseNAvER. I misunderstood you, sir. Yes, sir; that is true. 
TVA’s wholesale operations are less lucrative than the retail opera- 
tions of the local distribution agencies. 

Mr. Cannon. And, still, notwithstanding that fact, it has averaged 
4 percent? 

Mr. WessenaAveEr. Yes, sir; it has averaged a 4-percent return. 

Mr. Cannon. What would then be tae average interest on Goverl- 
ment bonds today? 
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Mr. WessENAUER. Well, interest on all Government borrowings 
today average about 2 F pacongan and have for some time. 

Mr. Cannon. Would you say that under those circumstances it is 
paying as much as might be expected from the average safe invest- 
nent? 

Mr. WessENAUER. Well, I think that the earnings of 4 percent is a 
fair return on the investment, in light of the purposes which this 
program was designed to achieve. 

Mr. Cannon. That would dispose, then, of claims that TVA is 
subsidized? 

Any enterprise which produces the cost of operations, and incidental 
charges and still pays 4 percent above that could hardly be said to be 
subsidized. 

Mr. WEssENAUER. I do not believe it is subsidized; that is correct. 

Mr. Cannon. So, claims sometimes advanced that TVA is subsi- 
dized are apparently without foundation? 


TVA’S RECORD OF REPAYMENTS 


I have before me on page 119 of the justifications, furnished the 
committee, schedule C-1, entitled “Repayment of Investment in 
Power Program Under Provisions of the Ooweiiinarit Corporations 
Appropriations Act, 1948.” 

Will you point out from that tabulation the financial situation as 
you have just now outlined it? 

Mr. WessENAUER. I might preface my remarks by pointing out 
the footnote on that table. The TVA Act provides under section 26 
that there shall be paid into the Treasury power proceeds not needed 
in the conduct of the business. So, prior to 1948 TVA had paid into 
the Treasury or had retired bonds which had been issued for power 
purposes, to the extent of some $23.6 million. 

In connection with the Appropriations Act covering the year 1948, 
a provision was incorporated which requires payment within a period 
of 40 years from the date a facility is placed in service of an amount 
equal to the cost of that facility. 

This table records for you since that date the amount of money 
which has been paid in to the Treasury in accordance with that plan. 
I believe Mr. Jensen was on the committee at the time the plan 
was adopted. 

Mr. Jensen. Yes; I wrote that provision myself. 

Mr. WesseNnAvER. The law required certain minimum payments 
to be made, which are shown cumulatively in the second column of 
the table, marked “Total.” 

_ Mr. Putuures. Is that information contained on page 119 of the 
justifications? 

Mr. WessenaveEr. Yes, sir. The first column, in other words, 
contains the minimum annual requirements under the act. It says 
that not less than $2.5 million shall be paid each year on the retire- 
ent of the bonds, and the second column records cumulatively what 
that would be. For purposes of comparison, however, I think it 
would be more interesting to see how much money we would pay if we 
paid in each year one-fortieth of the appropriation investment. In 
other words, while the act does not require a uniform payment 
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Mr. Cannon. That is your amortization requirement—onp. 
fortieth? 

Mr. WEssENAUER. Well, it requires that within 40 years the total 
shall be paid. It does not say one-fortieth each year. 

Mr. Cannon. But, it is an average of one-fortieth? 

Mr. WEssSENAUER. Yes, sir. 

Mr. Cannon. If you averaged one-fortieth through the years, at 
the end of 40 years, you have met your objective? 

Mr. WessENAUER. We have met the requirement; yes, sir. 

Through 1954, which is the fiscal year I have been speaking of, 
one-fortieth per year would have required a total payment of $66 
million by that time. We had actually paid into the Treasury and 
retired bonds in the amount of $77.5 million, which is shown by the 
last column of the table. 

So, you will note that we are ahead of schedule. In the fiscal year 
we are now in, we have budgeted a payment totaling $50 million, all 
of which will be paid by June 30. So, that by the end of this current 
fiscal year, we will have paid in $127.5 million, as contrasted with a 
total of $87.6 million on the basis of a 40-year schedule. We have 
included in this budget estimated payments of $59 million out of our 
earnings for the fiscal year 1956. We have $14 million worth of 
bonds held by the Treasury, which we propose to retire soon after 
June 30, and the remaining $45 million would be paid into the Treasury 
during the course of the fiscal year 1956. So, that would bring the 
payments to a total of $186.5 million by the end of the next fiscal 
year. But, if you add to that the $23 million which was paid prior 
to the time that amendment was enacted, it would total something 
over $210 million. 

I think this might be interesting to you in considering that amount 
of money that will have been paid into the Treasury from power 
proceeds. That sum of $210 million would more than cover all of 
the appropriations and bonds which were invested in TVA power 
facilities completed through fiscal year 1941. From the creation of 
TVA through fiscal year 1941, or up to this country’s entrance into 
World War II, the Congress had invested in TVA, in plant in service, 
either through the purchase of TVA bonds by the Treasury or through 
appropriations, approximately $195 million. That $195 million 
covered the construction of the portion allocated to power of all of 
these dams and the reservoirs, with their initial generating units: 
Wilson, Wheeler, Norris, Guntersville, Pickwick, Chickamauga, and 
Hiwassee, as well as all the facilities of the Tennessee Electric Power 
Co. purchased by TVA, both generation—steam and hydro—and the 
transmission lines. 

So, that is just a rough measure as to how this amount of repayment 
in accordance with this plan is related to the investment made in past 
years. 

Mr. Cannon. That is very impressive, and rather conclusive. 


FINANCIAL RECORD OF DISTRIBUTORS OF TVA POWER 


We have been dealing up until now with the wholesale end of the 
business. 

When we turn to the power distributors who have the more lucr®- 
tive end of the business, what would be the situation there? 
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As I understand it, they receive a larger return than the 4 percent 
produced in the wholesale end of the business. 

Mr. WessENAUER. Yes, sir; they have been able to show a larger 
rate of return. They have an investment in total assets of approxi- 
mately $420 million, where TVA has at the present time, or at the 
ond of last year, roughly $1 billion. They take in revenues of about 
$130 million a year, and they have about $100 million of expenses in 
buying power from TVA and paying for the operations of their distri- 
bution systems and allowing for depreciation. 

So, they have a net after those expenses of $100 million, of roughly 
$29 million, which in relation to their investment would mean a return 
in the neighborhood of 8 percent. 

Of course, they do not all equal 8 percent. The municipalities on 
the whole have a higher rate of return because of the concentration of 
their operations, and the cooperatives have a lower rate of return. 


TVA REPAYMENT OF INVESTMENT IN POWER PROGRAM 


Mr. Cannon. Mr. Chairman, if agreeable, I would like to have 
included into the record at this point this table given on page 119 of 
the justifications. 

Mr. Ranaut. Without objection, we will insert the table on page 
119 of the justifications. 

(The table referred to follows:) 


ScuEDULE C-1.—Repayment of investment in power program under provisions of 
the Government Corporations Appropriation Act, 1948 


required under 1948 law 


ae 
| 

Minimum repayments Yo of plant investment at Actual and budgeted 
| 


Z end of previous year payments ! 
Fiscal year 


Year Total period Year Total period Year | Total period 


$10, 500, 000 
16, 000, 000 
21, 500, 000 


g 
: 


$8, 705, 981 
17, 411, 962 
26, 561, 589 
36, 295, 559 
48, 551, 875 
66, 034, 351 

92,868 | 87,627, 219 | 
000 | * 31,424, 781 | ? 119, 052, 000 | 


—< 


+ 


S55 
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$33332338s 
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oy addition to repayments under the provisions of the Government Corporations Appropriation Act, 
; hennd redemptions of $8,572,500 and other repayments of $15,059,019 were made prior to fiscal year 1948. 


DISTRIBUTION OF TVA POWER 


Mr. Cannon. In regard to this matter of partnership, Mr. Wes- 
‘hauer, between the TVA and these distributors, you would say the 
usiness partnership between TVA and the distributors has been in 
very Way successful? 
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Mr. Wessenaver. Yes, sir; I think it has been very successfy| 
They have done an excellent job on their part of this overall undo;. 
taking. As I pointed out sl a just producing the power does po 
do much good unless it actually gets out to the people who are going 
to use it. 7 

Their part of the overall undertaking is to accept the power q 
various points, and distribute it. They i built over 104,000 mile 


S 


of rual lines; they have extended service in their communities, an( 
they have made this power available to the people at low rates. Tha; 
has been brought about by the fact that they and we have been able 
to keep our costs down through mass production, and have bee, 
able to produce, transmit, distribute, and sell power at about half of 
what the average costs per kilowatt-hour have been for the industry. 


NATIONAL EFFECTS OF TVA POWER PROGRAM 


Mr. Cannon. Will you summarize some of the national aspects of 
the program, Mr. Wessenauer, separate and apart or, rather, as in 
addition and supplementary to the phase of it which you have just 
been discussing? 

What about the national effect, and what about the effect on rates 
elsewhere, and what about the effect of stimulating service on a 
national basis? 

Mr. Wessenaver. There have been some important national effects, 
Certainly one effect has been the demonstration of what can be done 
as a result of encouraging greater use at low rates. As I indicated 
earlier, average residential use in the valley has increased from 600 
to 5,000 kilowatt-hours a year, while the national average use per resi- 
dential customer has grown from 600 to 2,500 kilowatt-hours a year. 
The difference largely reflects the differences in rates. In that con- 
nection, if you will study the rates in areas adjacent to TVA, you 
will find that they are much lower than in the areas more distant 
from TVA. That is also true of the Northwest. 

Another place where our experience has been helpful is in stimv- 
lating the use of power in the rural areas. 

I spoke about our Tennessee Valley situation in 1933, with only 
3 percent of the farms served, but the national picture was not 
whole lot better, because only 11 percent of the Nation’s farms had 
electricity in 1933. 

Mr. Cannon. How does that compare with the situation today’ 

Mr. WessENAUER. Today it is well over 90 percent, with the TVA 
area now a little ahead of the rest of the country. A lot of that was 
the result of the work of REA and other agencies. However, prid 
to REA, some of TVA’s experiences were very helpful, For example, 
the TVA Act encouraged TVA to bring electricity into the rum 
areas. We started out around Wilson Dam in northern Alabama, 
in the south central part of Tennessee, and in the northeastern par 
of Mississippi, to see how to best serve the rural areas. We bull 
some power lines and developed standards as to how to build cheape 
lines into the rural areas. 

TVA made loans to local agencies, as authorized in the act, for thet 
to build lines. We helped in the establishment of one of the fst 
cooperatives, the Alcorn County Cooperative in northieaster 
Mississippi. 





23 


Mr. Cannon. It has been effective? 

Mr. WessENAUER. Yes, sir. It has not only been successful, but 
since that time has reduced the rates at which it retails the power 
below the low rates with which we started in that area. 

The Prentiss County Cooperative is another example of the coopera- 
tives we helped bring into operation prior to REA. 

Mr. CANNON. Those rates have been reflected outside of the area 
throughout the country generally. 

Mr. WESSENAUER. Yes, sir. 

Mr. Cannon. The very fact that TVA has demonstrated what can 
be done, and how it can be done, has resulted in improvement through- 
out the Nation? 

Mr. WessENAUER. Well, the standards, for example, some of our 
engineers devised in connection with those early rural lines were sub- 
sequently utilized and improved upon by the REA engineers. 

The example of a willingness to serve rural people, and the encour- 
agement to use large amounts of electricity in making farm operations 
profitable, and thereby incidentally making the rural distribution of 
electricity profitable, has encouraged people to do that elsewhere. All 
of that has been helpful, and our experience has been picked up and 
used elsewhere. 

Another national advantage which we covered earlier, Mr. Chair- 
man, was the fact that the low rates under which TVA made power 
available to AEC enabled them, I believe, to make better arrange- 
ments with other suppliers elsewhere. As I pointed out, a mill per 
kilowatt-hour on their total annual use of 45 billion kilowatt-hours 
amounts to $45 million a year, which is not a small amount. 

Another way in which TVA has been helpful has been as a general 
stimulus to the national economy through the great number of elec- 
trical appliances and equipment sold in the Tennessee Valley area. 
Just since the war, people in the Tennessee Valley region have bought 
over 4 million major appliances, and they have paid $1.5 billion for 
them. Most of those appliances have not been produced in the 
Tennessee Valley but in many States outside of that area. 

Mr. Cannon. You now have reference to national industry? 

Mr. WesseNAvER. That is right. 

Mr. Cannon. And national production? 

Mr. WessENAUER. Yes, sir; just to take an illustration, most 
everyone wants a room cooler. In 1951 there were 7,000 room cool- 
es sold in the area, and in 1952 that number had climbed to 25,000, 
and in 1953 to 60,000. 

At the present time there is a market each year for $250 million 
worth of electrical appliances in the Tennessee Valley. 


TVA PURCHASES OF MATERIALS AND EQUIPMENT IN OTHER THAN TVA STATES 


In addition to that, there is also the material and equipment which 
goes into the generation, transmission and distribution facilities which 
we and our partners, the local agencies, are building in order to supply 
this increasing use of electricity. Most of that equipment, cor I 
would say 60 percent of TVA’s own purchases, for example, are made 
outside the region, in other States. 

Mr. Cannon. It is not a local matter, and it is not a provincial 
hatter. It is national in its effect upon business, and upon the 
hational income, and standard of living? 
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Mr. WessEnAvER. That is right. I think a lot of people have jj, 
impression that the amount of money which has been invested by th: 
Government in the TVA system has all been spent in the Tennesse 
Valley, but a great deal of it is spent elsewhere. 

Mr. Cannon. The tabulation which the committee requested fron 
TVA shows purchases made in the valley States, and purchases jy 
other States. 

In the Valley States, the States immediately adjacent, Alabam, 
Georgia, Kentucky, Mississippi, North Carolina, and Tennessee anj 
in the other States which could have no geographic connection with 
it. It is surprising to find that of the majority of the raw materials 
such as coke, coal, aggregates, sulphur, miscellaneous services, truc 
and team hire, office space and equipment, more business has heey 
brought to States outside of TVA than to the TVA States themselves, 

For example, let us take the State of Pennsylvania: What does the 
table show as to business derived directly from and through th 
operations of TVA? 

Mr. Rasavt. In 1954, $19,647,931, and a total in 1934 to 1954 of 
$288, 156,583. 

Mr. Cannon. Pennsylvania was not part of the TVA project and 
still as a 1esult of the TVA it has brought Pennsylvania over $288 
million in business. 

I see my good friend here from the great State of Rhode Island. 
What are the figures on Rhode Island? 

Mr. Rasavut. $165,972 this year and $1,973,808 over the period, 
It is almost $2 million. 

Mr. Puiuurps. It is not clear what the figure is. 

Mr. Rasavut. This map shows what is bought in each State by the 
TVA, by the procurement sources—TVA procurement sources for 
fiscal years 1934 to 1954. 

Mr. Patties. What do you mean by TVA procurement sources! 

Mr. Rasaut. What they purchased from the States, exactly, such 
as the automobiles, what they buy from each State of the Union. 

Mr. Puiturrs. The TVA alone, TVA and its distributors, or TVA, 
its distributors and all the individual houses? 

Mr. Rasavt. We will get that answer from Mr. Wessenauer, then 

Mr. WessENAUER. I believe that table shows the amount of money 
—_ by TVA to purchase equipment and material in those respective 
States. 

Mr. Puaruurps. TVA alone and not its distributors? 

Mr. Wessenaver. That is right. 

Mr. Pariurps. For what kind of equipment and for what purpos 

Mr. Wessenaver. For all of the purposes of TVA. That would 
include materials and equipment for construction of these projects and 
the necessary materials and supplies in connection with their opert- 
tions. ; 

Mr. Puriures. Mr. Wessenauer used the expression “Ithink,’ 
Could this be confirmed? It seems as if that might include some 0 
the purchases of the distributors. 

Mr. WEssENAvER. I am certain, Mr. Phillips, that it is only the 
TVA purchases. 

Mr. Razavt. Is this based on statistics? 

Mr. WESSENAUER. Yes, sir. 





25 


Mr. Partups. I notice one omission, Mr. Chairman, if I may. 
There is nothing down there for how much they purchased outside 
the United States. 

Mr. Rasaut. Yes, there is, down at the bottom of the map— 
$523,233. 

Mr. Rasaut. What is that for, Mr. Wessenauer? 

Mr. WessENAUER. I don’t have it in mind right now, what those 
specific purchases were. 

Mr. Rasaut. Could you supply it for the record? 

Mr. WEeSSENAUER. Yes. 

Mr. Rasavr. All right. Supply it for the record. 

(The information requested 1s as follows:) 


The following summarizes TVA purchases through domestic suppliers of 
materials manufactured or processed in foreign countries: 





Country Item 





Belgium......--- i a a 

England. Steel |! and miscellaneous 

France. ...- " Steel ! and miscellaneous -- ae 

Germany -.- _ : Nitrie acid plant equipment? 
($384,276), repair parts, and miscel- 
laneous. 


Switzerland ; Stop watches, timers, oscillograph, 
repair parts, and miscellaneous. 
Austria, Brazil, Canada, Cuba, Czechoslovakia, Den- | Miscellaneous__........-- 3 cone , 233 
mark, Holland, Italy, Japan, Mexico, Scotland, 
Sweden. 


Rises caearn cabbies gun eeneaeocmiins kone hcdnenide mo aaadedne aokinna eincinddnpammnedat mae 


! Purchased with NPA approval during Korean period when demand exceeded domestic supply. 
?In 1953 a nitric acid unit was purchased from domestic companies for $765,662, including imported 
absorption tower equipment amounting to $384,276; ECA and NPA approved. 


SUMMARY OF TVA PROCUREMENT SOURCES 


Mr. Rasaut. I think we ought to insert this map and these TVA 
procurement sources in the record at this point. 
(The information referred to is as follows:) 
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TVA procurement sources, 1934-6 4 


Total (1934-5 


Valley States: 
$9,913,413 | $109, 393, 4 

2, 012, 599 25, 982, 613 
Kentucky : 15, 401, 255 121, 538, 153 
Mississippi . 951, 062 
North Carolina 507, 111 
Tennessee 50, 289, 053 
Virginia 


Total valley States 621, 535, 4 


Other States: 

Arizona 2 115, 353 
1, 154, 504 
I ons is tebrteasinne picasa eiaedaenpieaittbiile cece Meter Parcs nih CaN bneieatenlel d 9, 204. 073 
Colorado 
Connecticut , 699, 773 
Delaware 32, 17, 924, 456 
2, 388, 155 
6, 616, 527 


Tllinois___- ae i : 4, 846, 403 | 
Indiana $ 719, 257 
Iowa__- 154, 212 
94,085 | 
958, 868 
264, 067 
352, 394 
1, 731, 321 38, 060,756 
1, 307, 734 18, 009, 066 
489, 235 7, 675, 479 
1, 904, 724 | 25, 303, 02 
1, 431 | 165, 813 
480, 430 
: ‘ 136, 461 
New Hampshire ‘ 1, 586,722 
New Jersey i ‘ 37, 953, 165 
New Mexico-_-- 46, 091 
A 140, 027, 452 
54, 009 
9, 959, 076 119, 071, 865 
534, 273 2, 782, 616 
130, 861 514, 288 


Rhode Island 165, 972 973, 808 
South Carolina 207, 448 | 840, 364 
South Dakota ; 10, 641 | 707, 091 
Texas.._.... 1, 039, 090 5, 239, 519 
Utah__ : 17, 399 "804, 728 
Vermont i 37, 483 174,14 

7, 563 1, 209, 331 

165, 099 : 
3, 953, 344 | 
56 | 


67, 084, 221 932, 951, 28 
10, 887 | 523, 283 


= —— _ 


146, 384, 494 


1, 
Pennsylvania . 19, 647, 931 288, 156, 583 

L, 

1, 








555, 009, 825 


EFFECT OF TVA OPERATIONS ON PRIVATE UTILITIES 


Mr. Cannon. There seems to be an unfortunate tendency at times 
to take the view that anyone who favors TVA is opposed to the 
private utilities. My experience has been to the contrary, that TVA 
and REA have been an advantage to private utilities rather than 4 
disadvantage. I would be glad if you would tell us about the effect 
of the operation of the TVA on the private utility companies. 

Have they suffered losses as the result of TVA? Has their business 
at the end of the 5 or 10 years shown an increase or decrease and are 
their profits shown to be more or less by reason of TVA? 
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Mr. WesseNAvER. That is a broad question, Mr. Chairman. 
I think the record is clear that the utilities of the Nation have grown 
and developed during the past 20 years as the Nation has grown and 
developed. In other words, there has been a tremendous increase jn 
power requirements throughout the Nation. The use of power has 
grown at a rate in the neighobrhood of 7% percent a year, so they have 
grown and expanded, and their earnings also have grown and increased. 

I think perhaps I might be a little more responsive to your question 
by telling you that we made a check recently on the earnings of the 
systems immediately adjacent to TVA, where you might expect—— 

Mr. Cannon. Yes. That is where the disadvantage would show 
up, if at all, in the neighboring States. 

Mr. WEssENAUER, Yes. 

Mr. Cannon. Take the State of Mississippi, immediately adjacent 
on the south. Would you say the private companies in Mississippi 
or any of the companies immediately adjoining the area served by 
the TVA have suffered as the result of TVA competition or as the 
result of maintenance and operation of the TVA system? 

Mr. WessEeNnavErR. The figures I have may be of interest in response 
to your question, Mr. Chairman. These figures are from 1937, and 
you might take 1937 to 1939 as a base period because it is after the 
depression period and when earnings were more normal, and yet 
before the establishment of a major service area for TVA power. If 
you contrast with that period the last year of which I have a record, 
1953, the common stock earnings of the private companies in the 
Nation as a whole have increased by 2% times. I should say it is 
now 2% times what it was in 1937, 1938, 1939. 

Mr. Cannon. And that is a rather phenomenal increase for such 
an operation? 

Mr. WessenaveEr. I would like to give you a more phenomenal 
increase if I may, Mr. Chairman. 

Mr. Cannon. Yes. 

Mr. WessenAvER. The nine companies in the area contiguous to 
TVA show in that same period of time an increase in common-stock 
earnings to 5%» times. 

Mr. Rapavur. Greater than the rest? 

Mr. WessenaveER. They have grown much faster than in the 
country as a whole. 

Mr. Cannon. That is rather convincing. 

Mr. WessenaveEr. I think that would indicate that they have 
made good progress and you can hardly say that we have adversely 
affected their earning capacity. 

Mr. Jensen. You are speaking now of the companies which did 
survive, are you not? 

Mr. WessENAUER. I am comparing the companies in the area 
immediately adjacent to TVA, sir. 

Mr. Jensen. Which survived after the TVA was established? 

Mr. WessEnaAveER. I am speaking about companies which are now 
operating in the area immediately contiguous to the area shown on 
the map, sir. 

Mr. Raxsavt. For what period? 

Mr. WessEnAvER. From 1937 to 1953, sir. 

Mr. Cannon. May I say, Mr. Chairman, in this connection—and 
it seems to me I have heard Mr. Jensen say the same thing—I am 
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wnalterably opposed to the Federal Government monopolizing the 
production and distribution of electric power. I think it is a matter 
for private enterprise, but we should maintain REA and TVA as a 
yardstick so that in case anyone attempts to impose upon the con- 
sumer either in the city or in the country unfair rates or terms, you 
vill have a standard, a criterion to measure what is a fair price or 
terms or service. 

[ will say, too, Mr. Chairman, I am opposed to any subsidy for the 
REA, or any loan made to REA cooperatives which is not justified 
on strictly business principles. 

Mr. JENSEN. REA, Mr. Chairman, is not subsidized and no one 
contends REA is subsidized. 

| will get into that matter when I get to my questioning. 

Mr. Cannon. We are discussing the whole thing here. I for one 
am unalterably opposed to the Federal Government monopolizing this 
business. The vast bulk of it, should be handled by private industry 
and private utilities. But TVA, REA, and a relatively few municipali- 
ties which at this time maintain their own systems should be allowed 
to survive to show at what rate electric power should be provided for 
both the cities and the country, what character of service should be 
provided, and what improvements can be made in the production and 
distribution of power, either by private or public agencies. 

Mr. Chairman, I have here a graph which has been prepared by the 
Director of Information, Tennessee Valley Authority, on TVA’s in- 
fluence on electric rates. I would be glad if he took this chart, No. 4, 
and briefly explained the graph. 

Mr. WessENAUER. This chart shows information similar to that 
which I gave a few moments ago. It shows that by 1952 the total 
common-stock earnings of all class A and B utilities in the United 
States have increased to about 210 percent of their 1937-39 earnings. 

The corresponding common-stock earnings of companies contiguous 
to the TVA, some 9 companies, have increased to something over 500 
percent of what they were in 1937-39. 

Mr. JensEN. Isn’t that an average of all private business increase? 
Isn’t that just a fair average? 

Mr. WesseNAUER. I am using here, Mr. Jensen, the comparison 
of the utilities contiguous to TVA as contrasted to the average for the 
Nation, and showing that those contiguous to TVA have grown in 
earnings — as fast as the Nation as a whole as far as utilities are 
concerned. 

Mr. Jensen. Because they were able to buy your cheap TVA 
power? Is that the reason? 

Mr. WesseNAvER. No, I don’t believe so. 

— Rasavut. Without objection we will insert this chart in the 
record. 

Mr. Cannon. I shall be glad to have that inserted, Mr. Chairman. 

(The chart referred to is as follows:) 
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PROVISION FOR FUTURE LOAD GROWTH 


Mr. Cannon. Necessarily a far-reaching project of this character 
cannot stand still. Consumption of electricity has everywhere in- 
creased beyond anything anticipated by economists or technicians. 
The demand for power is immeasurably more than could have been 
foreseen a few years ago. It takes some time to develop these facili- 
ties. If we are to meet the situation, we will have to think about the 
future. 

What arrangement have you made with that in view? Are you 
adjusting the system for future needs as well as to the present needs of 
the area? 

Mr. WesseENAUER. Well, sir, we try to look ahead, as every prudent 
power system operator should, because electricity is so important in 
the other activities of any region. 

Mr. Cannon. Undoubtedly there will be growth. 

Mr. WresseNAUER. Oh, yes, sir. As I pointed out earlier, this 
area has been growing at an average rate of about 13 percent a year, 
exclusive of the AEC load. This year the rate of growth of the general 
loads of the area is at that level, at least, and, in fact, is more rapid 
than it has been in the last few years. 

Because it takes 2% to 3 years to build new power generating 
capacity, every system must look ahead in its planning and start 
construction of new capacity early enough so that it will be in a posi- 
tion to meet the loads of the people 2 or 3 years hence. 

Mr. Cannon. With that in view, what new capacities have been 
recommended by the Administration in the last year? 

Mr. WessenavuER. The budget which you have before you in 
behalf of the TVA provides money to continue work at the projects 
which we now have under construction. It does not provide for the 
starting of any new capacity. 

As | pointed out earlier, we have a little over 2 million kilowatts 
of capacity now under construction, which we hope to have completed 
in the main by the end of next year. 

Mr. Cannon. And beyond next year? 

Mr. WesseNAUER. There is no provision for capacity beyond next 
year in this budget insofar as construction by TVA is concerned. 

A plan was devised a year ago whereby, in order to meet the require- 
ments beyond next year, in lieu of building capacity on the TVA sys- 
tem, the Atomic Energy Commission would arrange to reduce the 
loads which we are supplying to it at Paducah and procure the power 
from another supplier. 

That reduction in AEC’s use of TVA power was to be 600,000 kilo- 
watts as proposed in the President’s budget of a year ago. Since that 
lime arrangements have been made by the Atomic Energy Commission 
for the construction of a plant, commonly known as the Dixon-Yates 
plant, and when the project is completed that amount of Dixon-Yates 
power would be substituted for power now being delivered AEC from 

VA’s Shawnee steam plant. That part of the Shawnee power would 
become available to handle the loads of other users in the Tennessee 
alley region. 

Mr. Cannon. Is that not the only preparation which has been made 
‘0 meet this increase? 


d fivefold 


earnings of the companies adjacent to TVA increase 


' 
: 
; 
; 
: 


oO Oa OO — OU LSS el—(“it—t 
liest year for which Federal Power Com- 


competition, have not retarded t 
stock carnings. From 1937, the ear 


63240—55_-3 





32 


Mr. WEssENAUER. No, sir. The President in his budget this veg, 
and I would like to turn to it if I may, indicated that the TVA wa 
developing other means of financing its future construction require. 
ments. 

If I might read this brief paragraph from the budget: 

The Tennessee Valley Authority Board recognized the need for developing 
some method of financing further expansion of the TVA power system by means 
other than appropriations from the Federal Treasury and is giving immediate 
and serious attention to the problem. The authority has been requested to 
complete its studies in time to permit presentation to the Congress for its eon. 


sideration at this session of a satisfactory plan for future financing of addition) 
power plants. 


In the light of these factors no provision is made in this budget for starting 
additional power generating units. It is expected that the power needs for the 
TVA system will be reexamined after Congress has had an opportunity to consider 
legislation to provide for future financing. 

I believe that explains the reasons the President did not incor. 
porate any request for new starts in this particular budget. 

Mr. Cannon. You received no funds to start new capacity last 
year? 

Mr. WesseNAvER. That is correct. That is when the reduction in 
AEC’s use of TVA power was proposed. 

Mr. Cannon. You have no source of capital other than the earnings 
and appropriations, and you are prevented by law from starting new 
projects with earnings? 

Mr. WessenaveErR. That is correct. 

Mr. Cannon. That leaves you no practical arrangement to meet 
the load ahead of you? 

The President’s budget proposed that the AEC load, which TVA is 
under contract to provide, should be reduced by as much as 600,000 
kilowatts. 

AEC was to reduce its demand on TVA by as much as 600,000 
kilowatts? 

Mr. WessenaveEr. That is correct, sir. 

Mr. Cannon. As an alternative to the appropriation of funds for 
new capacity. Has that been accomplished? 


STATUS OF DIXON-YATES ARRANGEMENTS 


Mr. Wessenavurr. The status at the present time is that the con- 
tract has been executed between AEC and the Mississippi Valley 
Generating Co., whereby that company would undertake to build a 
plant which would supply 600,000 kilowatts to the TVA system in the 
vicinity of Memphis, which TVA in turn would deliver to the AEC 
at Paducah. 

That contract is now in litigation. The State of Tennessee and some 
municipalities, including Memphis, are asking the courts to review the 
orders of the SEC which authorized the issuance of common stock by 
ne Serneny The SEC has not authorized the company to sell ils 

onds. 

So far no arrangements have been worked out between TVA and 
AEC for handling the power over the TVA system. We have been 
negotiations for some months over those arrangements. 

As of the moment we still have a firm contractual commitment t0 
supply AEC the full 600,000 kilowatts from our system, and until 
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the other arrangements are worked out between us, I assume that 
commitment stands. 

Mr. Cannon. It is rather remarkable, that no arrangement has 
been made, suggested, or attempted in order to relieve TVA of its 
contractual obligations. It is under contract to supply AEC and still 
we have failed to provide facilities by which it can carry out that con- 
tract and also failed to relieve it of the responsibility of that contract. 

Mr. WessENAUER. We are in this situation: We have a commit- 
ment to supply the 600,000 kilowatts to AEC at Paducah. There is 
some uncertainty as to when the 600,000 kilowatts from the new 
plant will become available to our system in the Memphis area. The 
uncertainty arises in part because, as I pointed out, the Dixon-Yates 
contract is in litigation with respect to the order of SEC on the issu- 
ance of the stock, and so far the bond issues have not had approval 
from the SEC. , 

There is no requirement in the AEC contract with the Mississippi 
Valley Generating Co. that the company must meet any certain date 
for beginning the supply of the 600,000 kilowatts. So we are sort of 
in between, having a commitment to continue to supply AEC the 
power with no assurance as to when the Dixon-Yates power will be- 
come available which was supposed to replace our supply to AEC. 

Mr. Voast. I might throw some light on the status of negotiations 
between TVA and AEC as to the modification of the existing contract 
between those two organizations which has to do with a supply of 
power from our Shawnee plant to their plant at Paducah. 

Those negotiations are based upon an agreed upon principle that 
TVA shall pay only for the benefits which it receives. 

That general principle has been enunciated by the executive branch 
of the Government and has been worked toward by the two organ- 
ations in negotiation. 

There are many difficulties, of course, in modifying a contract as 
complicated as that, and there are many technical problems to be 
solved. 

We had considerable pressure on that- 

Mr. Cannon. The original contract itself has not been modified? 

Mr. Vocreu. The Shawnee contract, sir? 

Mr. Cannon. Yes. It has not been modified? 

Mr. Vocex. No, sir; it has not. 

_ Mr. Cannon. As I understand it, while the President suggested 
in his message the basis for the development of the Dixon-Yates 
agreement, and AEC has made a contract to purchase power from 
Dixon-Y ates, no agreement has been reached between AEC and TVA 
which would result in the utilization of that power on the TVA system 
és a replacement for the power TVA is under contract to furnish AEC 
from the Shawnee plant. 

Mr. Vocgen. The very fundamental agreement has been reached 
that TVA, acting as a wheeling agency will not pay charges that are 

utside of the benefits received by TVA, so that there should be no 
‘ost upon TVA in connection with this modification. 

The exact details, as I say, have not been worked out, but there 
vould appear to be no great urgency for that because it is only neces- 
sry that such formality be completed by the time that the MVGC 
plant goes into operation, which will be some years hence. 
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Mr. Cannon. How long hence? 

Mr. Voceu. That is figured for the end of the year 1957. 

Mr. Cannon. What plant is that? 

Mr. Vocet. MVGC, the so-called Dixon-Yates plant. 

Mr. Cannon. I read in this morning’s newspaper, and I neglected 
to bring a copy with me, where the whole proceedings has been stalled 
by action in the courts. That the State of Tennessee has brought 
action which will delay construction of the steam plant to such an 
extent it is impossible at this time to say when it might be available. 

Mr. Voce. Not being a lawyer, sir, I would not pass upon that 
one way or the other. 

Mr. Cannon. That is a very vital consideration. 

Mr. Vocet. Yes, sir. 

Mr. Cannon. Here is this growing load right ahead of us which 
must be met, unless there is to be disaster in our national economy. 
We have to have this power, and still the only thing which has been 
suggested here or in the President’s message is this Dixon-Yates 
contract. The building of the plant which is to supply this power is 
stalemated in the courts. 

It has not yet been decided in the lower courts and, according to 
the statement reported in this morning’s paper by the attorney general 
of the State of Tennessee, it in all likelihood will be carried up to the 
Supreme Court. 

In the meantime, building of a plant or the production of power 
is so far in the future, and so contingent that nobody can say anything 
dependable about it. 

We must meet this power demand, and apparently the only way we 
can meet it is through the TVA. 

I would like to ask Mr. Wessenauer what is being done. What 
prospect is there that TVA will be able to carry out the contract which 
has been imposed upon it? 

I would also like to ask, even if litigation does not delay the program, 
What about the situation at Memphis? 

The Memphis Commercial Appeal for May 21, reports: 

Memphis tells TVA it won’t purchase Dixon-Yates power. Mayor indicates 
the city will build its own plant if necessary. 

Summarizing the whole thing, Mr. Wessenauer, with the utter lack 
of probability that Dixon-Yates will have a plant to produce this 
power within the foreseeable future, and the refusal of the city of 
Memphis to accept this power as the mayor states in this morning's 
paper, what about that situation? 

Mr. Wessenaver. I can perhaps tell you what the picture is i- 
so-far as our requirements are concerned. 

I described to you earlier this morning the amount of capacity which 
is now under construction. 

I pointed out that with completion of that capacity we would have 
an installed rated capacity in the neighborhood of 10 million kilowatts. 

But allowing for the operating reserves which you must have oD 
the system, the plants when completed would be capable of carryms 
a load of about 9X million kilowatts. 

Mr. Puituirs. Do you refer to those presently authorized and under 
construction? 

Mr. Wessenaver. Yes, sir. We estimate the load in the winter 
of 1956-57 will be about 9 million kilowatts. 
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A year later it will be about 9,800,000 kilowatts, and in the winter 
of 1958 it will be about 10,600,000 kilowatts. 

We have been counting upon the reduction of this load by the 
600,000 kilowatts through the Dixon-Yates arrangements. 

Obviously if the plant is delayed we will face a problem of not 
having the amount of capacity necessary to meet the power require- 
ments for 1957 and 1958. 


IMPORTANCE OF THE MEMPHIS LOAD IN THE DIXON-YATES 
ARRANGEMENTS 


Mr. Cannon. To bring this down specifically to the immediate 
problem which confronts us, I have a letter here from the mayor of 
the city of Memphis discussing this matter. 

I would like to ask you, in order to tie it in with what has gone 
on before, in what way is the plan for construction of the Dixon- 
Yates plant dependent on acceptance by the city of Memphis of 
power generated in the plant which Mr. Vogel just mentioned? 

Mr. WessENAUER. It might help if I would take a little time to 
explain the plan which has been worked out. 

AEC and Dixon-Yates contemplated, rather than for AEC to 
secure the power from a company near Paducah delivering the power 
directly to AEC, that because of the large load which TVA has in 
the Memphis area, and inasmuch as we proposed to build a plant in 
that area, they might better put the plant across the river from 
Memphis. They planned to feed the power into TVA system there, 
thereby supplying the Memphis load with part of that power, and 
TVA would be asked to consider that power as replacing power we 
would continue to supply out of our plant at Shawnee into the AEC 
plant at Paducah. 

Obviously if Memphis were not to use the power, the plan of having 
acompany build a plant near Memphis instead of near Paducah has 
little merit because the effect would be that the Government would be 
paying to haul coal from west Kentucky down to West Memphis, 
Ark., and then hauling the power back over transmission lines up to 
west Kentucky. The premise on which the plan was worked out by 
those who developed it was on the basis that Memphis would use the 
power, 

Mr. Cannon. It is then essential? 

Mr. Wessenauer. I believe so. 

Mr. Cannon. And without it the whole plan disintegrates? 

Mr. Wessenaver. As I say, it would have no merit. 


LETTER FROM THE CITY OF MEMPHIS 


Mr. Cannon. At the request of the committee, the TVA office 
sent us a copy of Mayor Tobey’s letter. I have it before us. 

Mr. Chairman, with your consent I would like to insert this letter 
as part of the record. 

Mr. Rasavr. Letter from whom? 

Mr. Cannon. Letter from the mayor of the city of Memphis, 
-— Tobey, in response to a request addressed to him on April 5, 

Before I introduce it, however, if the chairman will permit, let me 
Tread parts of it. 
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Mr. Puinurrs. Read the whole letter, please, so we know what js 
in it. 

Mr. Cannon. This is by Mayor Tobey: 

Dear GENERAL VOGEL: This is in ae to your letter of April 5, 1955, in 
which you state that the Bureau of the Budget wishes to know the intent of the 


city of Memphis with respect to accepting power generated at the proposed 
Dixon-Yates plant in Arkansas. 


That is the matter we have been discussing, and the acceptance of 
this power by the city is essential. 


T am glad to have the opportunity of setting out fully Memphis’ position with 
regard to the Dixon-Yates arrangement, and the whole matter of future power 
supply. 


Here is the paragraph I would like to have Mr. Wessenauer give \ 
some information on 

Mr. Jensen. Can we have the whole letter read? 

Mr. Cannon. I am reading it now. 

Mr. Jensen. All right. 

Mr. CANNON (reading) : 


As for Dixon-Yates, the position of the city of Memphis has, from the outset, 
been clear and unequivocable. It is inconceivable that Memphis should be de- 
pendent upon & source of power which is clearly inconsistent with the continued 
growth and development of our community. 

Anyone who is familiar with the relationship of public utility service to the 
welfare and health of a community knows perfectly well that no community 
should be made to rely upon a source of power which is produced by a system 
foreign to that community, and which for obvious reasons has no responsibility 
for its economic development. 


I would like to ask you, Mr. Wessenauer, in view of this para- 


graph 

Mr. Puruurps. Could not the letter be read? 

Mr. Cannon. I will read the rest in time. 

Mention is made here that the Dixon-Yates system would be foreign 
to the community. In what respect, Mr. Wessenauer, would it be 
foreign to the community? 

Mr. WessEeNnAveR. I am sorry, sir, but I am not sure I could inter- 
pret Mayor Tobey’s reasons. . 

Mr. Cannon. The mayor of the city of Memphis here says it 
would be foreign to the community, and that any such source would 
be therefore deleterious to any city under similar circumstances. 

In what way is the Dixon-Yates system foreign to the community’ 

Mr. WessENAvER. The plant is presumably being built to supply 
power to AEC under contract between AEC and this company, and 
the contractual arrangements upon which its delivery to Memphis 
would depend is between two parties, that is between AEC on the 
one hand and this company on the other, which have no concert 
about the service to the city of Memphis. 

That may be one thought he had in mind. Or he may have beet 
concerned by the fact that one of the companies sponsoring the Dixon- 
Yates plan formerly served Memphis and several years ago the cily 
arranged, after a referendum vote, to buy out the company’s facilities 
in Memphis and operate a municipal system. ; 

Either or both of those facts may have been in the mayor’s mind. 

Mr. Cannon. What about the mayor’s statement that— 


For obvious reasons, it has no responsibility for the economic development of the 
community. 
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Mr. WesseNAUER. The contract is for a fixed amount of power, 
geared to AEC’s needs. The company has no service obligation to 
help assure the city that it would have all the power it needs when it 
needs it. 

Mr. Cannon. Then the third paragraph: 

Moreover, the Dixon-Yates arrangement violates every recognized principle 
which is basie to the development of electric utility systems so as to maximize 
economic and efficient operations. Surely it should not be necessary for us to 
state these principles for you—the TVA power system is the world’s outstanding 
example of a completely integrated and coordinated utility system. Thus the 
considerable economies which have been achieved in the operations of the TVA 


system are due in major part to the efforts of TVA management in developing a 
system which is fully integrated. 


Why would you say the Dixon-Yates arrangement violates “every 
recognized principle which is basic to the development of electric 
utility systems so as to maximize economic and efficient operations’’? 

Mr. WessENAUER. Possibly one thing he may have had in mind is 
the fact that the plant would be located in the wrong place and would 
be of the wrong size, with respect to the needs of the TVA system. 

Mr. Cannon. That is true? 

Mr. WessENAUER. That is my belief, sir. 

Mr. Cannon. Then reading the fourth paragraph: 

For the above reasons the city of Memphis and others in the Tennessee Valley, 
including the State of Tennessee, are seeking the full protection which is due them 
under the Publie Utility Holding Company Act of 1935. As you know, one of the 
chief reasons for the enactment of this legislation was a recognition by the Congress 
that it was essential to consumers and the public interest generally that the growth 
of utility systems be regulated under standards which would contribute to economy 
and efficiency of operation. Thus one of the basic features of the Holding Com- 
pany Act is the principle of ‘‘integrated and coordinated operations.’”’ Another 
important feature is the confinement of utility systems to a limited service area, 
as an additional measure to assure economy and efficiency and to further local 
responsibility, local management and local regulation. The Dixon- Yates arrange- 
ment violates all of these important requirements of the act. 


Why, Mr. Wessenauer, does the Dixon-Yates arrangement violate 
all these mentioned features of the Holding Company Act? 
_Mr. Wessenaver. I would really like to consider that a little, Mr. 
Chairman. 

Mr. Cannon. The letter of the mayor says here— 
One of the basic features is the principle of integrated and coordinated opera- 
tions. Another important feature is the confinement of utility systems to a 
limited service grea, as an additional measure to assure economy, efficiency, and 
further local responsibility, local management, and local regulation. The Dixon- 
Yates arrangement violates all of these important requirements of the act. 


How and in what respect does it violate all these important require- 
ments of the act? 

Mr. Wessenaver. I suppose the mayor may have been referring 
here to the arguments which the city and the other litigants are raising 
in this court case. I think they are asking whether the participation 
of the Southern Co., whose operations are far removed from the 

ixon-Yates site, is in accordance with the Holding Company Act 
which requires that the operating companies in any group be con- 
fined to companies which are closely related physically. I assume 
that is among the points he is making here. 

Mr. Cannon. Would it be logical to assume that is one of the 
points he is making here? 
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Mr. Wessenaver. That is one of the points made in thé litigation, 

Mr. Cannon. In view of your knowledge of the situation yo, 
would assume it would be? 

Mr. Wessenauerr. That is right. 

Mr. Cannon. The letter continues: 


When you communicate our views to the Bureau of the Budget I hope you wij 
say to the Bureau that the people of this region are puzzled by the utterances of 
partnership which have emanated from various official sources. We are puzzled 
because despite these claims of interest and concern with the welfare of local com. 
munities the Bureau of the Budget, without even first exploring alternative sol). 
tions with those who would be vitally affected, has attempted in the Dixon-Yates 
deal to saddle our area with a source of power supply which would be a drain oy 
and a detriment to our future development and economic well-being. What kind 
of a partnership is it where the Federal Government makes a vital decision affecting 
a city’s power supply without first consulting the people who have a direct pp. 
cuniary interest? And what kind of a partnership is it where the vital decisions 
on the part of the Federal Government affecting a city’s power supply and indeed 
its whole future seem to be made, not by TVA, the Federal agency with which 
distributors of power in this area have contracts, but by the Bureau of the Budget 
and the Atomic Energy Commission, neither of them with any apparent interest 
in the city’s problems or its viewpoint. 


Let me ask you, do these statements correctly describe the Budget 
Bureau’s position as you are familiar with it? Do you think that isa 
fair statement of the position of the Budget Bureau? 

Mr. Wessenaver. I do not know whether or not it is the position 
of the Budget Bureau, Mr. Cannon. The letter raises the point that 
a decision affecting them seems to have been made in Washington 
without the city having an opportunity to have its views considered. 

Mr. Cannon. When they are the parties most in interest, and when 
they have been very vitally affected? 

Mr. WESSENAUER. Yes, sir. 

Mr. Cannon. How do you account for the failure of the Budget 
Bureau to consult them on such an important matter? 

Mr. WessenaAver. Mr. Chairman, I do not believe I can answer 
that question. 

Mr. Cannon. Just one more excerpt, Mr. Chairman: 


Memphis of course wishes to continue as a part of the TVA system because the 
arrangement is sound and has produced great benefits for all concerned. We 
have made important public use of the benefits of economically produced TVA 
power, but at the same time the rate payers of Memphis, together with all other 
consumers in the Tennessee Valley area, have made it possible for the TVA system 
to be self-supporting and to earn a reasonable return on the Federal investment. 
On this basis, the people of Memphis have invested approximately $50 million in 
their own distribution system, which is fully integrated with TVA’s own system. 
It seems clear that if Memphis and the rest of the Tennessee Valley are to col- 
tinue to have the benefits and economies of an integrated power system, new 
generating capacity should be constructed by TVA at locations selected by TVA, 
and the power consumers should continue to pay rates which cover the cost of 
that capacity and provide an adequate return on the investment. da 

This can be done under the financing plan you and your colleagues on the TVA 
Board have recommended. We trust that your efforts to secure approval of the 
plan by the Bureau of the Budget will be successful. But if your efforts should 
not prove successful, then the city of Memphis will take such further steps as the 
situation may require for the safeguarding of its vital interests in this matter. _ 

For the reasons we have indicated, including those relating to pending litigation, 
it is our position that under no circumstances would the city of Memphis evet 
become a market for Dixon-Yates power. 


Now, Mr. Wessenauer, how does this last statement I have just read 
with respect to Memphis safeguarding its own interests relate to the 
status of the financing system mentioned? 
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What do you take them to mean when they say it may require the 
safeguarding of its interests, to take such steps as may be required to 
safeguard its vital interests in this matter, ‘‘take such further steps as 
the situation may require for the safeguarding of its vital interests’’? 

Mr. WessENAUER. They have already, as I indicated earlier, 
entered into litigation with respect to the arrangement between Dixon- 
Yates and the AEC. 

Mr. Cannon. It is evident to anyone who has read the rest of the 
letter, especially to anyone who has read the last paragraph, that 
Memphis will adopt any proper recourse, including, if necessary, 
building. Can you make any other interpretation? 

The letter in closing says that if necessary, if their interests are not 
taken into account as they suggest by the Bureau of the Budget, 
they propose to build their own plant. Can there be any other 
interpretation of this statement? 

Mr. WEsSENAUER. I do not know, but it seems to me it leads to 
that, sir. 

Mr. Cannon. Then they mention the financing plan. What is the 
status of the financing plan? 

Mr. WesseNAUER. Well, the financing plan was submitted by the 
TVA to the Bureau of the Budget the Ist of April. Just this past 
week TVA has received a response from the Bureau of the Budget, 
which includes comments and changes with respect to it. Those 
changes are now being considered by the TVA. There has not yet 
been opportunity to complete the staff review or for the Board to 
give consideration to it. That is the status at the present moment. 

Mr. Cannon. Mr. Chairman, I would be glad if you would include 
the letter in the record in its entirety. 

Mr. Rasaut. This entire letter from the mayor of Memphis? 

Mr. Pattures. Mr. Cannon said he read the entire letter. I take 
it that he has not, then, is that correct? 

Mr. Cannon. I will ask the witnesses before us to put a summary 
of their view on the report in the record at this point. 

Mr. Rasaur. Without objection the letter will be included in the 
record at this point. 

(The matter referred to is as follows: ) 

City or MeEmMpPHis, 
CoMMISSION GOVERNMENT, 
Memphis, Tenn., May 18, 1955. 
Gen, HerBertT D. Voce, 


Chairman of the Board, Tennessee Valley Authority, 
Knozville, Tenn. 

Dear GENERAL VOGEL: This is in response to your letter of April 5, 1955, in 
Which you state that the Bureau of the Budget wishes to know the intent of the 
city of Memphis with respect to accepting power generated at the proposed 
Dixon- Yates plant in Arkansas. I am glad to have the opportunity of setting out 
fully Memphis’ position with regard to the Dixon-Yates arrangement and the 
whole matter of future power supply. 

As for Dixon-Yates, the position of the city of Memphis has, from the outset, 
been clear and unequivocable. It is inconceivable that Memphis should be 
dependent upon a source of power which is clearly inconsistent with the continued 
growth and development of our community, Anyone who is familiar with the 
relationship of public utility service to the welfare and health of a community 
knows perfectly well that no community should be made to rely upon a source of 
power which is produced by a system foreign to that community and which for 
obvious reasons has no responsibility for its economic development. 

Moreover, the Dixon-Yates arrangement violates every recognized principle 
Which is basie to the development of electric utility systems so as to maximize 
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economic and efficient operations. Surely, it should not be necessary for ys {, 
state these principles for you—the TVA power system is the world’s outstanding 
example of a completely integrated and coordinated utility system. Thus the 
considerable economies which have been achieved in the operations of the TY, 
system are due in major part to the efforts of TVA management in developing g 
system which is fully integrated. 

For the above reasons, the city of Memphis and others in the Tennessee Valley. 
including the State of Tennessee, are seeking the full protection which is due them 
under the Public Utility Holding Company Act of 1935. As you know, one of the 
chief reasons for the enactment of this legislation was a recognition by the Congress 
that it was essential to consumers and the public interest generally that the growth 
of utility systems be regulated under standards which would contribute to economy 
and efficiency of operations. Thus one of the basic features of the Holding Con. 

any Act is the principle of “integrated and coordinated operations.” Another 
important feature is the confinement of utility systems to a limited service area, 
as an additional measure to assure economy and efficiency and to further loca! 
responsibitity, local management, and local regulation. The Dixon-Yates ar. 
rangement violates all of these important requirements of the act. 

Your letter seems to make clear that the Bureau of the Budget would place the 
city of Memphis in a position where, under the threat of the Dixon-Yates deal, 
Memphis would have no alternative but to take power from the Dixon-Yates 
plant or make arrangements to provide its own. We do not believe that the 
choice need lie between these two alternatives. Certainly the plan for future 
financing of TVA power facilities which you have recommended to the Bureau of 
the Budget provides an alternative which is sound and prudent from the stand- 
point of the Federal Government and at the same time is consistent with the 
welfare of the people of this community and other communities of the Tennessee 
Valley region. The Dixon-Yates plan is not, and for this reason we are taking the 
legal and practical steps necessary to prevent this improvident power arrangement 
from being foisted upon us. 

We have heard a great deal concerning the desirability of a partnership relation- 
ship between the Federal Government and local agencies in developing power and 
other resources. We believe that the whole historv of the TVA and the great 
advances which have been made in the Tennessee Valley are living examples of 
such a relationship. We believe that for almost 20 years the city of Memphis and 
the TVA have had such a partnership and that this relationship has not only been 
a good one for our region but has also benefited the country as a whole. 

When you communicate our views to the Bureau of the Budget I hope you will 
sav to the Bureau that the people of this region are puzzled by the utterances of 
partnership which have emenated from various official sources. We are puzzled 
because despite these claims of interest and concern with the welfare of local 
communities the Bureau of the Budget, without even first exploring alternative 
solutions with those who would be vitally affected, has attempted in the Dixon- 
Yates deal to saddle our area with a source of power supply which would be a 
drain on and a detriment to our future development and economic well being. 
What kind of a partnership is it where the Federal Government makes a vital 
decision affecting a city’s power supply without first consulting the people who 
have a direct pecuniary interest? And what kind of partnership is it where the 
vital decisions on the part of the Federal Government affecting a city’s power 
supply and indeed its whole future seem to be made, not by TVA, the Federal 
agency with which distributors of power in this area have contracts, but by the 
Bureau of the Budget and the Atomic Energy Commission, neither of them with 
any apparent interest in the city’s problems or its viewpoint. 

Memphis of course wishes to continue as a part of the TVA system because 
the arrangement is sound and has produced great benefits for all concerned. 
We have made important public use of the benefits of economically produced 
TVA power, but at the same time the rate payers of Memphis, together with all 
other consumers in the Tennessee Valley area, have made it possible for the TVA 
system to be self-supporting and to earn a reasonable return on the Federal invest- 
ment. On this basis, the people of Memphis have invested approximately 
$50 million in their own distribution system, which is fully integrated with TVA’s 
own system. It seems clear that if Memphis and the rest of the Tennessee 
Valley are to continue to have the benefits and economies of an integrated power 
system, new generating capacity should be constructed by TVA at locations 
selected by TVA, and the power consumers should continue to pay rates which 
cover the cost of that capacity and provide an adequate return on the investment. 

This can be done under the financing plan you and your colleagues on the 
TVA Board have recommended. We trust that your efforts to secure approval 
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of the plan by the Bureau of the Budget will be successful. But if your efforts 
should not prove successful, then the city of Memphis will take such further 
steps as the situation may require for the safeguarding of its vital interests in 
nis matter. 

’ For the reasons we have indicated, including those relating to pending litiga- 
tion, it is our position that under no circumstances would the city of Memphis 
ever become @ market for Dixon- Yates power. 

Sincerely yours, 
Frank T. Tosey, Mayor. 


TVA PROPOSAL FOR SELF-FINANCING OF POWER PROJECTS 


Mr. Waener. Mr. Chairman, what is it that Mr. Cannon wants 
included in the record? 

Mr. Rasaut. Mr. Cannon wants a summary of TVA’s review of 
the Bureau of the Budget’s report on TVA’s financial proposal. 

Mr. Cannon. There is no hurry about that, Mr. Chairman. They 
can take the rest of the week in which to prepare it if they desire to 


do so. 
Mr. Ranaut. You want it in the record at this point? 
Mr. Cannon. As indicated. 
(The following information was supplied for the record:) 


TENNESSEE VALLEY AUTHORITY, 
May 27, 1956. 
The following letter was sent today by Gen. Herbert D. Vogel, Chairman of the 
Tennessee Valley Authority to the Honorable Dennis Chavez, chairman, Com- 
mittee on Public Works, United States Senate, and the Honorable Charles A 
Buckley, chairman, Committee on Public Works, House of Representatives: 


“On April 1 the Tennessee Valley Authority sent to the Bureau of the Budget a 
proposed bill which would amend the TVA Act of 1933 to authorize TVA to sell 
bonds and to use other methods to finance future additions to its power system. 
A revised draft of the bill has now been received from the Director of the Budget 
along with his statement contained in the enclosed letter of May 17 that enactrnent 
of the revised draft would be in accord with the program of the President. In 
the interest of expediting this important matter, the draft bill as revised by the 
Bureau of the Budget is transmitted herewith for consideration by your committee. 

“A further attachment, prepared by the Bureau of the Budget, indicates the 
Bureau’s changes from the bill proposed by TVA, along with the Bureau’s 
explanatory notes. For the convenience of your committee there is also enclosed 
acopy of a statement which TVA forwarded to the Bureau of the Budget with its 
original draft of the proposed legislation. The statement indicates the elements 
which TVA, from its viewpoint, considers essential to provide the most desirable 
financing arrangements. 

“It is the judgment of the majority of the Board of Directors that some of the 
changes proposed by the Bureau of the Budget would create serious problems 
for TVA. Of particular concern are those which would make more rigid the 
financial obligations on the TVA power system. Fixed cash payments to be 
paid to the Treasury from power earnings would be larger under the revised 
bill than were contemplated in the plan submitted by TVA, and by combining 
literest with amortization it would appear that the imposed obligations would 
go beyond those indicated by normal business standards. 

“Other proposed changes by the Bureau of the Budget would impose adminis- 
trative restrictions which would combine to reduce TVA’s ability to manage its 
power system with some of the flexibility of a private corporation, although it 
would be forced to rely on the same methods of financing that are employed by 
other power systems. These restrictions would include giving the Secretary of 
the Treasury the final voice as to whether TVA could issue bonds at a given time 
and for given amounts and terms, although it is not proposed that bonds issued by 
TVA should be guaranteed by the Treasury. 

“The Board members will be glad to present more detailed comments and views 
to your committee at your convenience. In view of the fact that no funds for 
hew construction are contained in the 1956 budget and that self-financing is 
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designed to provide an alternative to appropriations, action is deemed necessary 
in this session of Congress. The Chairman feels that the bill as revised wij 
present no serious obstacles or restrictions to the operations of TVA and that its 
passage would be in the regional and national interest.’ 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE Bupget, 
Washington 25, D. C., May 17, 1955, 
Hon. Hersert D. VoGEL, 
Chairman, Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 


My Dear GENERAL VoGEL: This will acknowledge your letter dated April |, 
1955, transmitting copies of a draft bill to amend the Tennessee Valley Authority 
Act of 1933, as amended, and for other purposes. 

We thank you for the work you have done in having this draft bill prepared as 
requested. It appears to be a long step toward accomplishment of the objectives 
stated in the President’s 1956 budget message with respect to financing TVA by 
means other than appropriations. The bill has been referred by the Bureau of the 
Budget to the Treasury Department, the Federal Power Commission, and the 
General Accounting Office. The comments of these agencies and the discussion 
submitted by the Tennessee Valley Authority along with the bill have been care- 
fully reviewed by the Bureau of the Budget. Our study of this bill in the 
light of the comments of the other agencies has led us to the conclusion that 
certain modifications in the draft bill are necessary if it is to conform with the 
program of the President. You wil] find enclosed a copy of the bill modified along 
these lines with a brief explanation of each change 1n the bill. 

You will notice that these modifications in the bill are largely in the direction of 
preserving the form and substance of Presidential and congressional control ove. 
the policies of the Tennessee Valley Authority which are now provided under the 
Government Corporation Control Act. For example, it is considered essential 
that the financial operations of the Tennessee Valley Authority under the bill be 
reported annually in the budget subject to the approval of the President and the 
Congress; that an upper limit be set on the amount of revenue bonds to be out- 
standing at any one time; and that the form and timing of bond issues be subject 
to the approval of the Secretary of the Treasury. A number of related modifica- 
tions are made to accomplish these general purposes. 

Other changes in the bill include the following: (1) A provision authorizing the 
Secretary of the Treasury to purchase TVA bonds is deleted; (2) the language of 
the bill is made specific with respect to the requirements for orderly return of 
appropriation investment to the Treasury; and (3) the method for the computa- 
tion of the amount of interest payable to the Treasury on appropriation invest- 
ment is changed to conform to Treasury policy. 

Accordingly, you are advised that there is no objection to transmittal of the 
draft bill as revised in the enclosure, to the Congress and that its enactment would 
be in accord with the program of the President. It is expected that consideration 
will be given to submitting to the Congress an amendment to the 1956 budget 
following action on the bill in one House. 

Sincerely yours, 
RowLanp Hvuaues, Director. 


EXPLANATORY STATEMENT OF PROPOSED CHANGES IN DrRart BILL SUBMITTED 
BY THE TENNESSEE VALLEY AUTHORITY 


The numbered paragraphs below are keyed to the attached draft bill. The 
sections proposed for deletion in the bill are bracketed and the new language |s 
italicized. 


A BILL To amend the Tennessee Valley Authority Act of 1933, as amended, and for other purposes— 


Be it enacted by the Senate and House of Representotives of the United States of 
America in Congress assembled, That the [last three] fourth and fifth ! paragraphs 
under the subtitle “Independent Agencies and Corporations’’ in Title II of the 
Government Corporations Appropriation Act, 1948 (61 Stat. 576-577), are hereby 
repealed; and the Tennessee Valley Authority Act of 1933, as amenced, is hereby 
amended by inserting immediately after Section 15c thereof (16 U. S. C. see. 
831n-8) the following new section: 

| The last paragraph of title IT is retained, since its deletion would remove the present requirement that 


the construction of new power producing facilities from power revenues be approved by act of Congress. 
We believe that this requirement should be retained. 


nets tn eee 
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“Sectiov 15d. (a) The Corporation is authorized [, without regard to the pro- 
visions of Section 303 (a) of the Act of December 6, 1945 (59 Stat. 601-602, 
31 U. S. C. sec. 868 (a)),]? to issue and sell bonds, notes, and other evidences of 
indebtedness (hereinafter collectively referred to as “‘bonds’’) [to assist in financ- 
ing its power program] * in an aggregate amount not to exceed $750,000,000 out- 
standing ct any one time,‘ and to refund such bonds. The Corporation may, 
in performing functions authorized by this Act,’ use the proceeds of such bonds for 
the construction, acquisition, enlargement, improvement or replacement of any 
plant or other facility used to to be used for the generation or transmission of 
electric power (including the portion of any multiple-purpose structure used or to 
be used for power generation) and for refinancing any such plant or other fecility 
whether originally financed with the proceeds of such bonds or otherwise; as may be 
required in connection with the lease, lease-purchase or any contract for the power 
output of any such plant or other facility; and for [incidental] other purposes 
incidental thereto. No such bonds shall be issued or sold, nor shall the proceeds 
thereof be used, except as necessary for such of the foregoing purposes as may be 
approved by the Congress in connection with its consideration of the Corporation’s 
budget programs transmitted by the President pursuant to the provisions of the Gov- 
ernment Corporation Control Act, as amended (31 U. S. C. 841-871). The prin- 
cipal of and interest on said bonds shall be payable solely from the Corporation’s 
net power proceeds as hereinafter defined. Net power proceeds are defined for 
purposes of this section as the remainder of the Corporation’s gross power revenues 
after deducting. the costs of operating, maintaining, and administering its power 
properties (including costs applicable to that portion of its multiple-purpose 
properties allocated to power) and payments to States and counties in lieu of 
taxes but before deducting depreciation accruals or other charges representing 
the amortization of capital expenditures, plus the net proceeds of the sale or other 
disposition of any power facility or interest therein, and shall include reserve or 
other funds created from such sources. Notwithstanding the provisions of 
Section 26 of this Act or any other provision of law, the Corporation may pledge 
and use its net power proceeds for payment of the principal of and interest on 
said bonds, for purchase or redemption thereof, and for other purposes incidental 
thereto, including creation of reserve funds and other funds which may be similarly 
pledged and used, to such extent and in such manner as it may deem necessary or 
desirable. The Corporation is authorized to enter into binding covenants with 
the holders of said bonds—and with the trustee, if any—under any indenture, 
resolution or other agreement entered into in connection with the issuance thereof 
(any such agreement being hereinafter referred to as a “bond contract’’) with 
respect to the establishment of reserve funds and other funds, provisions for 
insurance, charges for supply of power, application and use of net power proceeds, 
restrictions upon the subsequent issuance of bonds or the execution of leases or 
lease-purchase agreements relating to power properties, and such other matters, 
not inconsistent with this Act, as the Corporation may deem necessary or desir- 
able to enhance the marketability of said bonds. 

‘(b) Bonds issued by the Corporation hereunder shall not be obligations of, nor 
shall payment of the principal thereof or interest thereon be guaranteed by, the 
United States. [Proceeds realized by the Corporation from issuance of such bonds 
and from power operations and the expenditure of such proceeds shall not be sub- 
ject to apportionment under the provisions of R. 8. 3679, as amended (31 U. 8. C. 
see. 665), and such proceeds shall not be included in computations of receipts, ex- 
penditures, surpluses or deficits in the Budget prepared annually pursuant to Sec- 
tion 201 of the Act of June 10, 1921, as amended (31 U.S. C. sec. 11), exeept to the 
extent of the amounts budgeted by the Corporation for payments to the Treasury 
as interest on bonds of the Corporation held by the Treasury, for payments pur- 


ee 
? The effect of this deletion is to retain the authority of the Secretary of the Treasury in connection with 
> issuance of revenue bonds by TV A as provided in the Government Corporacion Control Act. See note 


' Language referring to the Corporation’s ‘“‘power program” is deleted as being unnecessary. The change 
referred to in note 5 would make the bond proceeds available for any functions authorized by the act. 

‘In the interest of sound fiscal policy, we believe that there should be an upper limit on the amount of 
bonds outstanding at any one time. This will provide an opportunity for Presidential and. congressional 
review at the time that a request is made to raise the limit. 

* The added language restricts the use of loan proceeds to functions authorized by the act to which section 
15d is an amendment, thereby giving assurance that the authorized functions of the Corporation are not 

roadened by the amendment. 

* This added language makes clear that the budgetary review and congressional approval procedure pro- 
Meee for by the Government Corporation Control Act shall apply to the use of the proceeds of revenue 

nds. 





44 


suant to subsection (f) hereof on account of the appropriation investment as there. 
in defined, and for reduction of said investment.]? 

(ec) Bonds issued by the Corporation under this section shall be negotigh|e 
instruments unless otherwise specified therein, shall be in such forms and denon. 
nations, shall mature at such time or times not more than fifty years from their 
respective dates, shall be sold at such prices, shall bear such rates of interest, may 
be redeemable before maturity at the option of the Corporation in such manner 
and at such times and redemption premiums, mav be entitled to such relatiye 
priorities of claim on the Corporation’s net pov er proceeds with respect to prip. 
cipal and interest payments, and shall be subject to such other terms and condi. 
tions, as the Corporation may prescribe. The Corporation may [sell such bonds 
by negotiation or on the basis of competitive bids, subject to the right, if reserved 
to reject all bids; may] ® designate trustees, registrars and paying agents in cop. 
nection with said bonds and the issuance thereof; may arrange for audits of its 
accounts and for reports concerning its financial condition and operations by com. 
mercial accounting firms (which audits and reports shall be in addition to those 
required by Section 105 and 106 of the Act of December 6, 1945, (59 Stat. 599, 3) 
U.S. C. sees. 850-851); may [notwithstanding the provisions of Sections 302 and 
303 of the Act of December 6, 1945 (59 Stat: 601-602, 31 U.S. C. sees. 867-868), 
or any other law, but subject to any covenants contained in any bond contract]! 
invest the proceeds of any bonds and other funds under its contre] which derive 
from or pertain to its power program in any securities approved for investment of 
national bank funds [and deposit said proceeds and other funds, subject to with- 
dra~ al by check or othervise, in anv Federa] Peser e Pank or bFenk having mem- 
bership in the Federal Reserve system] ; and may perform such other acts not 
prchib'ted by law as it deems necessary or desiral le to accomplish the purposes 
of this section. 

[‘‘(d) By agreement between the Corporation and the Secretary of the Treas. 
ury, the Corporation may sell bonds to the Secretary of the Treasury on such terms 
as may be mutually agreed including subordination as to principal and interest 
to the liens of other bonds sold by the Corporation under this section. The 
Secretary of the Treasury may also purchase bonds of the Corporation in the open 
market. For the purpose of purchasing said bonds either directly from the 
Corporation or in the open market, the Secretary of the Treasury is authorized 
to use as a public debt transaction the proceeds from the sale of any securities 
issued under the Second Liberty Bond Act, as amended, and the purposes for 
which securities may be issued under said Act, as amended, are extended to include 
purchases of the Corporation’s obligations, but in computing the outstanding 
public debt the amount of any bonds issued by the Corporation and held by the 
Secretary of the Treasury as provided herein shall be deducted from the aggregate 
amount of obligations outstanding under section 21 of the Second Liberty Bond 
Act, as amended (31 U.S. C. sec. 757 (b)), or under any other statute limiting the 
public debt.] 

‘‘(d) Bonds issued by the Corporation hereunder shall be lawful investments 
and may be accepted as security for all fiduciary, trust, and public funds, the 
investment or deposit of which shall be under the authority or control of any officer 
or agency of the United States. The Secretary of the Treasury or any other 
officer or azency having authority over or control of any such fiduciary, trust or 
public funds, may at any time sell any of the bonds of the Corporation acquired 
by them under this section. Bonds issued by the Corporation hereunder shall be 
exempt both as to principal and interest from all taxation now or hereafter imposed 
by any State or local taxing authority except estate, inheritance and gift taxes. 

“(e) From net power proceeds in excess of those required to meet the Corpo- 
ration’s obligations under the provisions of any bond or bond contract, the 
Corporation shall, beginning with fiscal year 1956, make [semiannual] pay- 
men‘s into the [miscellaneous funds of the] Treasury as miscellaneous receip!s 


7 This deletion retains the status quo with respect to treatment of proceeds realized from bond issues and 

wer operations and the pone of such proceeds with respect to apportionnent and definition 0! 
Budget terms in the TVA budget. We believe that TVA should be subject to the same provisions of law 3s 
are other Government corporations in regard to these matters. The Government’s budget totals should 
continue to in*lude the total programs of the Government agencies. 

8 Deletes specific authority to negotiate sales of bonds on the assumption that this point should be deter- 
— by the Secretary of the Treasury on a uniform basis under the Government Corporation Control 

ct 


® Deletions restore supervision over investment of TVA funds and selection of depositories to the Secretary 
of the Treasury in accordance with the provisions of secs. 302 and 303 of the Government Corporation Col: 
trol Act. (See note 21.) The Treasury has authority to authorize TVA to use private depositories. 

10 Deletion of subsec. (d) removes authority for the Secretary of the Treasury to purchase TVA revenue 
bonds. Thissection isin conflict with the underlying objective of eliminating expenditures by the Treasury 
to finance further expansion of power generating facilities. 
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on or before ! December 31 and June 30 of each fiscal year as a return on the 
appropriation investment in the Corporation’s power facilities. The said appro- 
priation investment shall consist, in any fiscal year, of that part of the Corpora- 
tion’s total investment assigned to power as of the beginning of the fiscal year 
(including both completed plant and construction in progress) which has been 
provided from appropriations or by transfers of property from other Government 
agencies Without reimbursement by the Corporation, less repayments of such 
appropriation investment made under Title II of the Government Corporations 
Appropriation Act, 1948, this Act, or other applicable legislation. The payment 
in each fiscal year shall be equal to the computed average interest rate payable 
hy the Treasury upon its [total] outstanding marketable public obligations as of 
the beginning of said fiscal year which are neither due nor callable for redemption 
for fifteen years from date of issue * applied to said appropriation investment. 
Payrments due hereunder may be deferred for not more than two years when, in 

> judgment of the Board of Directors of the Corporation, such payments cannot 
feasibly be made because of inadequacy of funds occasioned by drought, poor 
business conditions, emergency replacements, or other factors beyond the control 
if the Corporation. 

“(f) From net power proceeds in excess of those required to meet (1) the Corpora- 
tion's obligations under the provisions of any bond or bond contract and (2) the return 
on the appropriation investment required pursuant to subsection (e) hereof, the 
Corporation shall, on or before December 31 of each year, pay into the Treasury as 
miscellaneous receipts in reduction of the aforesaid appropriation investment an 
amount equal to the estimated annual depreciation charge thereon for the fiscal year 
mmediately preceding, or such larger amount as may be determined by the Board of 
Directors of the Corporation in the light of the Corporation’s financial condition, 
ntil such time as said appropriation investment shall be reduced to $250,000,000.% 

‘(g) The Corporation shall charge rates for power which will produce gross 
revenues sufficient to provide funds for operation, maintenance and administration 
of its power system; payments to States and counties in lieu of taxes; debt 
service on outstanding bonds, including provision and maintenance of reserve 
funds and other funds established in connection therewith; payments to the 
Treasury as @ return on, and in reduction of, the appropriation investment 
pursuant to [subsection] subsection (e) and (f) hereof; and such additional 
margin as the Board may consider desirable for investment in power system 
assets, retirement of outstanding bonds in advance of maturity, reduction of 
appropriation investment, and other purposes [connected with the Corporation’s 
power business] incidental thereto,’ having due regard for the primary objectives 
of the Act [[, including the objective that power shall be sold at rates as low as 
are feasible}.!® In order to protect the investment of holders of the Corporation’s 
securities and the appropriation investment as defined in subsection (e) h_reof, 
the Corporation, during each successive five-year period beginning wit’ the 
period from July 1, 1955, through June 30, 1960, shall apply the net power proceed 
remaining after making the payments required under subsections (e) and (f) hereof ™ 
either in reduction (directly or through payments into reserve or sinkirg funds) 
of its capital obligations, including bonds and the remaining appropriation 
investment or to reinvestment in power assets, to the combined extent of at least 
the aggregate of the remaining depreciation accruals and other charges representing 
the amortization of capital expenditures applicable to its power properties plus 
the net proceeds realized from any disposition of power facilities in said reriod: 
Provided, That the appropriation investment shall not be reduced below $250,000,000 
excent pursuant to specific authority of law hereafter enacted."* 


' These are perfecting amendments. 

? This added language would bring the method of computing interest charges on the appropriation invest- 
ment into conformity with Treasury policy in this matter. 

New language proviies for orderly return to the Treasury of an amount equal to the depreciation on 
investment in power facilities financed from appropriations. Payment would be required until the appro 
priation investment is reduced to $250 million. Undistributed earnings would be retained by the Corpora- 
tion. 

‘ Provides that rates for power shall reflect amounts required to reduce appropriation investment under 
subsec. (f) as well as amounts of interest payments required under subsec. (e). 

Omits reference to the ‘“‘Corporation’s power business” as unnecessary, and substitutes language per- 
mitting additional margin for ‘“‘other purposes incidental” to those specifically mentioned. 

' Deleted as unnecessary, and in order to avoid confusion from mentioning one objective of the act while 
omitting mention of others. 

" The inserted language is intended to provide for use of net power proceeds for retirement of capital obli- 
tations and reinvestment in power assets only after payment of the required return on, and the reduction of, 
the appropriation investment. 

'S This proviso is intended to insure that the authority to apply net power proceeds against the remaining 
appropriation investment will not conflict with the provision setting $250 million as the minimum Govern- 
Ment investment to be kept in TVA. See note 13. 
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“(h) Power generating and related facilities operated by the Corporation unde 
lease and lease-purchase agreements shall constitute power property held by th. 
Corporation within the meaning of section 13 af. this Act, but that portion of thy 
payment due for any fiscal year under said section 13 to. a State where gue) 
facilities are located which is determined or estimated by the Board to resy); 
from holding such facilities or selling electric energy generated thereby shal} }y 
reduced by the amount of any taxes or tax equivalents applicable to such fisea) 
year paid by the owners or others on account of said facilities to said State anq 
to local taxing jurisdictions therein. In connection with the construction of , 
generating plant or other facilities under an agreement providing for lease o; 
purchase of said facilities of any interest therein by or on behalf of the Corporatioy 
or for the purchase of the output thereof, the Corporation may convey in the 
name of the United States by deed, lease or otherwise, any real property in its 
possession or control, [may perform engineering and construction work and other 
services, ] ** and may enter into any necessary contractual arrangements. 

(i) It is hereby declared to be the intent of this section to provide the Corpo. 
ration with adequate authority and administrative flexibility to obtain funds for 
such additional power facilities as may be needed in carrying out the purposes of 
Congress specified in this Act, [including assurance of an adequate supply of 
electric power for publicly and privately owned defense facilities,]® by the 
issuance of its bonds and as otherwise provided herein, and this section shall be 
construed to effectuate such intent. 

““(j) Except for the audits of its accounts by commercial accounting firms a 
provided for in subsection (c) hereof, the authority granted to the Corporation by this 
section shall be subject in all respects to the provisions of sections 301, 302, and 308 
of the Government Corporation Control Act, as amended (31 U.S. C. 866-868). 

Sec. 2. The Tennessee Valley Authority Act of 1933, as amended, is hereby 
amended by inserting after the last paragraph of section 3 thereof (16 U.S. C. 83th 
a new paragraph as follows: 

“The Corporation shall contribute to the civil-service retirement and disability 
fund, on the basis of annual billings as determined by the Civil Service Commission, 
for the Government’s share of the cost of the civil-service retirement system applicable 
to the Corporation’s employees and their bencficiaries. The Corporation shall aly 
contribute to the employee’s compensation fund, on the basis of annual billings as 
determined by the Secretary of Labor, for the benefit payments made from such fund 
on account of the Corporation’s employees. The annual billings shall also inclide 
a statement of the fair portion of the cost of the administration of the respective funds, 
which shall be paid by the Corporation into the Treasury as miscellaneous receipts.” ™ 

Section [2] 3. Paragraph seventh of section 5136 of the Revised Statutes 
(12 U. 8. C. see. 24), as amended, is further amended by inserting after [‘‘oblige 
tions of the Federal National Mortgage Association” the words “‘, or bonds, 
notes and other obligations issued by the Tennessee Valley Authority’”.] the 
words ‘‘Farm Credit Act of 1933,” the words “or the Tennessee Valley Authority," 
and by substituting for the word ‘either’ in the proviso following said sentence the 
word ‘“‘any’”’, and by substituting for the word ‘“‘banks” in said proviso the word 
“‘organizations.”’ 3 


[Advance release of Tennessee Valley Authority, April 5, 1955) 


The Board of Directors of the Tennessee Valley Authority today announced 
that it has transmitted to the Bureau of the Budget a report recommending 
legislation which would provide new sources of capital for the TVA power sy 
tem to finance new generating capacity as it is required by the growing demands 
of the region. 

The TVA Board’s unanimous recommendations, in brief, are— 

1. TVA would be empowered to issue its own revenue bonds to be secured by 
power revenues and to be sold to private investors or, by mutual agreement, to 


19 Deletion conforms to the policy of the administration with respect to Government competition with 
private business. 

20 This language is unnecessary in view of the provision permitting the use of bond proceeds for any func 
tions authorized by the act. See note 5. 

21 New subsec. (j) makes explicit that the authority granted to the Corporation by sec. 15d is subject to the 
provisions of secs. 301, 302, and 303 of the Government Corporation Control Act, in the same manner % 
other wholly owned Government Corporations. See notes 2 and 9. 

22 New sec. 2 is designed to require TVA to pay its share of the cost of the civil-service retirement and 
disability compensation svstems; also, its share of the cost of the employees Compaen fund. This isin 
line with the recommendations made in the annual audit reports of the General Accounting Office and 2 
cords with the current policy with respect to self-supporting Government enterprises. , 

2% The effect of the change is to permit national banks to deal in or underwrite TV A obligations, but with- 
out removing restrictions applicable to their purchases for their own accounts or limitations on the total 
amounts which any such bank may hold as a result of dealing in, underwriting, or purchasing such securities 
for its own account, 
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the United States Treasury. TVA bonds would not be guaranteed by the 
Treasury and would not add to the national debt. 

9. It is also contemplated that additional power capacity might be made 
available to TVA under power purchase, lease, or lease-purchase agreements 
with agencies of the region which could finance new construction. 

3. The new financing measures would be supplementary to present sources of 
capital; namely the appropriations provided by Congress and the revenues 
available from TVA power operations. 

4, TVA would be required to pay into the Treasury a return on the net appro- 
priations made for power purposes at the average cost of money on the Treasury’s 
marketable obligations. In lieu of the present requirement that TVA repay 
within 40 years appropriated funds invested in power, TVA would be required 
either to reinvest from revenues at least the equivalent of depreciation accruals 
or reduce its capital obligations correspondingly; thereby maintaining the security 
of the Government’s investment. 

5. TVA would charge rates adequate to cover its operating expenses, statutory 
payments to States and counties in lieu of taxes, interest, and prir.cipal on bonds, 
payment of the return to the Treasury, and such a margin as would be desirable 
in TVA’s judgment, consistent with maintaining the lowest practicable rates. 
The Board estimated that present earnings are adequate for these purposes. 

§. The TVA Board would continue to report its power operations and budget 
programs annually to the Presiaent and the Congress. 

7. The receipts and expenditures of the TVA power system would not be 
considered in determining the amount of any national budgetary deficit or 
surplus, except as Congress may provide appropriations in the future and except 
for payments made by TVA to the Treasury for interest or return, or repayment 
of the Federal investment in the TVA power system. 

The report is attached. 


[Advance release of Tennessee Valley Authority, April 5, 1955] 
SourcrEs OF CAPITAL FOR THE TVA Power SystTEM 


At the direction of the TVA Board the staff has explored the problem of the 


future financing of the TVA power system. On the basis of this study the staff 
now recommends additional methods of providing the capital required as TVA 
continues to carry out the statutory objectives of its power program. 


STATEMENT OF THE PROBLEM 


The power requirements of the region served by the TVA system have been 
growing at the rate of about 12 percent per year, exclusive of power furnished for 
the atomic-energy program of the Federal Government. Rapid growth will 
continue as the region develops. Approximately $150 million a year in the next 
few years and probably larger amounts in the future will be required to provide 
new power facilities. The capital requirements of almost all power systems in 
the Lnited States are so large that new investment must be obtained outside the 
earnings of the business. TVA is noexception. While some of the funds required 
for the growth of the TVA power system can be provided from earnings, it appears 
that more than $75 million of additional capital will be required annually to keep 
abreast of the demands for power. 

Direct sales by TVA to national defense agencies of the Government will require 
half of the total annual output of the TVA power system by 1957. Many private 
plants important to the national defense are also dependent upon TVA as a source 
of power supply. Failure of the power system to keep abreast of power demands 
would not only be expensive and a deterrent to the economic growth of the area; 
it would also jeopardize the continuity and dependability of service to all the 
loads on the system, defense and nondefense alike. This consideration under- 
lines the importance of assuring that in the Tennessee Valley as elsewhere power 
facilities can be financed and built as they are required to meet mounting loads. 

The TVA power system is owned by the Federal Government and is operated 
for objectives and under conditions laid down by Congress. Normally the Federal 
Government as owner might be expected to provide the additional capital from 
the cheapest source of money, but in periods of national deficit financing there is 
reluctance on the part of the executive branch and the Congress to increase budget 
deficits by using appropriations to finance new powerplant construction. It 
becomes necessary, t erefore, to broaden the sources of capital available for the 
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TVA system’s growth. A program to accomplish that purpose is outlined jn ty 
recommendations below. 
SUMMARY 


It is recommended. that the TVA Act be amended to add authorization fq 
TVA to issue its own bonds, secured solely by its revenues which could be gojj 
to the public or, by mutual agreement, to the Treasury. The recommends 
amendments would also facilitats the use by TVA of the credit of agencis in the 
region under arrangements whereby thes? agencies would finance the constructig, 
of facilitivs which would be integrated with the TVA power system. In the eg: 
of plants financed in this way, TVA could contract for the power output, or eoujj 
op rate the facilities under a lease arrangement, with or without provision fg 
ultimat* transfer of title to TVA. 

The proposed legislation would permit future additions to TV A’s power capacity 
to b>» financed by whichever method the Government as a prudent owner of th» 
syst m might find desirable in the light of all existing circumstances, Wit) 
appropriations as the sole source of capital, other than earnings, the tendency js 
for investment in TVA power facilities to be determined largely in relation to the 
siz> of th: national budget and the national debt. With other methods of finane. 
ing availabl>, primary attention can be given to the factors which should lp 
det rminative, the regional needs for expansion of power supply and the soundnes 
of the investment in n°w pow’r sources, 

Under such a plan TVA, although it is a wholly owned agency of the Federal 
Government, would be using some capital obtained at higher cost than if all the 
financing were by means of appropriated funds raised by direct Treasury borroy- 
ing, but there would be savings in other costs that might offset the higher cost of 
money. ‘Timing major equipment purchases and construction to fit the schedule 
of the appropriations process and yet meet power demands sometimes means 
buying in a disadvantageous market and paying overtime costs; and delays in the 
availability of appropriations may result in heavy costs for interim power pur- 
chased or produced by TVA from marginal sources. 

The TVA power system has been earning an average return on the net power 
investment of 4 percent after allowing for depreciation. Including the deprecis- 
tion allowance there have been net cash revenues available for expenditure 
averaging over 6 percent of the power investment. It is expected that this level 
of earnings can be continued. Under the proposed arrangements the cost to 
TVA for interest, and for a return to the Treasury (at a rate equal to the Treas- 
ury’s cost of money) on the appropriations invested in power facilities, would 
average between 2 and 3 percent of the total investment. Accordingly, the 
accumulated net earnings of the TVA power program should continue to grow 
and TVA securities should command a ready market. 

In reaching these conclusions the studies TVA has made in this field in previous 
years have been reviewed. Information has been obtained by correspondence 
and personal interviews from a considerable number of organizations from whos 
experience TVA might benefit. Projections have been made of revenues, net 
earnings, and debt service requirements under various assumptions as to interest 
cost and rate of debt retirement. By all these methods we have sought to test 
and demonstrate the validity of the conclusions. 


RECOMMENDATIONS 


The following sections outline the recommendations as to the methods of 
financing TVA’s future requirements for power facilities, and the necessary 
legislation: 


1. Use of appropriations and revenues 


The new financing measures which are proposed would be supplementary to and 
not in substitution for present sources of capital, namely the appropriations 
provided by Congress and the revenues available from power operations. _ 

Appropriations and power revenues should not be the sole means of financing 
future construction, but it is important that the availability of these sources of 
capital be preserved. The Federal Government can borrow money on its owl 
securities at a lower rate of interest than TVA would pay on its revenue bonds, 
and while the difference in the cost of money may be relatively small at some time 
it may be fairly large at others. In addition to differences in the cost of money, 
such factors as the nature of the facility or the occasion for its construction may 
make it desirable to finance a particular facility from appropriations. The 
authorization for appropriations does not, of course, commit Congress to make 
appropriations but permits their use in suitable cases. 
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9. The sale of bonds by TVA 


TVA would be authorized to issue bonds (or notes or other obligations) to assist 
in financing the power system. These bonds would not be guaranteed by the 
Treasury but would be secured by power revenues alone; and interest on the bonds 
would not be exempt from Federal taxes. Such bonds would be sold to private 
investors either by competitive bidding or by negotiation; by mutual agreement 
thev might also be sold to the Treasury when that procedure would be preferable. 

From discussions with a number of experienced persons, the staff has concluded 
that under the proposed arrangements the TVA revenue bonds would have a high 
rating and would carry an interest rate about the same as the highest-rated bonds 
of the private utilities. Such utility bonds have an interest cost at present only 
one-eighth to one-fourth percent higher than Treasury bonds with a corresponding 
length of term. In recent months a probable interest rate would have been 
3. to 334 percent, and an average for the past 15 years would have been less than 
3 percent. 

It is anticipated that the lowest cost of money on TVA bonds would usually be 
obtained through competitive bidding, but bidding on bond issues of the size 
required for TVA’s purposes would almost certainly be confined to a few large 
syndicates. In view of the limited nature of the competition it is important that 
TVA be able to sell its bonds on a negotiated basis when that course is advan- 
tazeous. Provision is also made for sale of bones directly to the Treasury by 
mutual agreement. Among other advantages, this provision would take care of 
the possibility that the Treasury might prefer on occasion, because of consider- 
ations of overall fiseal policy, to acquire TV A’s bonds rather than have them sold 
to the public. 

A somewhat lower interest rate—perhaps one-fourth percent lower—might be 
obtained if TVA bonds earried the Treasury’s guaranty in addition to the pledge 
of TVA’s revenues. However, the controlling consicerations in issuing bonds 
guaranteed by the Treasury would tend to be those related to the size and man- 
agement of the Federal budget and the national debt. Financing the TVA power 
system should not depend on such considerations, but rather on the need for 
power capacity in the area and the feasibility of financing it on the security of the 
system’s earnings. 

Similarly, if interest on TVA bonds were made exempt from Federal income 
taxes a saving of as much as one-half percent in interest on the bonds might be 
achieved. However, such a reduction in interest cost would not represent a real 
saving to the Federal Government, because the savings to TVA in interest pay- 
ments would be offset by the loss to the Treasury of the income taxes otherwise 
collectible on the araounts paid as interest. 


§. Use of credit of agencies of the Tennessee Valley region 

TVA might also enter into power purchase, lease, or lease-purchase arrange- 
ments covering plants or other facilities financed by agencies of the region. Such 
facilities might. be constructed by them or by TVA for their account. Facilities 
covered by such lease or lease-purchase arrangements would be regarded as power 
property held by TVA for purposes of computing payments in lieu of taxes under 
section 13 of the TVA Act; but the amount of taxes or tax-equivalents paid by 
the owner of the plant within the State where it was located would be deducted 
from any increase in the amount otherwise payable by TVA to such State on 
account of the lease of such plant and the sale of its output. 

There might be occasions when it would be practicable for new pov er facilities 
to be provided for the TVA system by the use of lease-purchase agreements. A 
facility construeted under such an arrangement would be operated by TVA under 
& long-term lease; the rental payments would cover the fixed charges and TVA 
would acquire title when the cost was fully amortized. It is possible that the 
credit of some of the TVA power distributors or of some of the States of the region, 
or perhaps of some other agency of the region, could be used to finance such 
arrangements, and the proposed legislation takes this possibility into account. 
A lease without provision for ultimate transfer of title, or a long-term contract 
whereby the financing agency would operate the plant and sell its output to TVA, 
might also be a feasible basis for the construction of facilities which could be inte- 
grated with the TVA system. 

it does not seem likely that arrangements for State or local financing would 
provide a major share of the future capital needed. A considerable period would 
probably be necessary before any number of such agencies would be in position to 
handle the necessary financing for the construction of such facilities; in fact, the 
hecessary enabling legislation does not now exist in most of the States of the 
Tennessee Valley. Moreover, the staff believes that under most circumstances it 
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would be preferable for TVA to borrow money directly rather than to rely o, 
financing by a variety of local agencies. Such outside financing should therefore 
be regarded not as a method for general application, but as a financial vehjele fed 
possible use in special cases. . 

An agency which might otherwise be able to finance a plant might not he 
qualified to des'gn and build it. TVA should be authorized to provide engineering 
and construction services in such cases. 

Section 13 of the TVA Act provides for payments in lieu of taxes to the States 
and counties in which TVA operates amounting to 5 percent of power revenyes 
from customers other than agencies of the United States. The amounts paid to 
the several States are distributed among them under the statutory formula partly 
on the basis of the location of the power property held by TVA, and partly on the 
basis of TVA’s power sales in the respective States. The proposed legislation 
would treat a leased plant as power property held by TVA for purposes of distri 
bution among the States of the payments made under section 13. Since the owne 
of a leased plant might pay taxes (or tax equivalents) under State law, such q 
plant might thus carry a duplicate tax burden in the absence of any provision t; 
the contrary in the proposed legislation. The proposed arrangements would 
meet this problem by offsetting the owner’s tax payments against the increase iy 
the payments which TVA would otherwise make to the State. 


4. The existing Federal investment 


TVA would be required to pay into the Treasury a return on the net appropria- 
tions made for power purposes, including the value of power properties transferred 
from other Federal agencies. Such payment would be measured by the Treasury's 
average cost of money on marketable obligations. In addition, the security of 
the Government’s investment in TVA would be maintained by a requirement 
that TVA either reinvest from revenues at least the equivalent of depreciation 
accruals, or that it reduce its capital obligations correspondingly. These require- 
ments would be in lieu of the present statutory requirement that TVA repay to 
the Treasury the appropriated funds invested in power facilities within 40 years 
after such facilities go into operation. 

The Federal Government has already invested large amounts of money in the 
TVA power system. The plan herein proposed recognizes and protects the 
Government’s existing investment. It would require TVA to pay a return on the 
Federal investment derived from appropriations, at a rate equal to the Govern- 
ment’s cost of money. The appropriations invested might be reduced from time 
to time by payments to the Treasury from surplus revenues; a portion of revenues 
at least equal to the depreciation would either be used for such payments or bond 
retirements or reinvested in additional power properties, thus protecting the 
integrity of the remaining investment On the basis of our estimates, TVA’s net 
earnings would be well above those required to maintain the security of the 
Government’s investment. These accumulating earnings would enhance the 
Government’s investment whether appropriations were repaid or the additional 
earnings were plowed back into the growing system. 


5. TVA power rates and the disposition of TVA revenues 


TVA would charge rates adequate to cover its operating expenses, statutory 
payments to States and counties in lieu of taxes, debt service on bonds, payment 
of a return to the Treasury, and such a margin as would be desirable in TVA’s 
judgment, consistent with maintaining the lowest practicable rates. It would be 
authorized to enter into pledges with lenders that debt service on TVA bonds and 
any necessary related reserves would have first claim on all power revenues after 
operating and maintenance expenses and the payments in lieu of taxes. Revenues 
would next be used for payment of a return to the Treasury on appropriated funds. 
Remaining revenues would either be invested by TVA in power system assets 
or would be used for debt retirement or reduction of the appropriation investment. 

TVA would continue to operate its power system on a self-liquidating basis. 
Its earnings would be more than adequate for debt service on its bonds and to 
pay a return to the Treasury on the investment derived from appropriation. 
The pledge of net revenues from the entire system as security for the TVA bonds 
would increase the attractiveness of such bonds, but such a pledge would col- 
stitute no burden on the Government; on the contrary, by reducing the cost 0! 
borrowed money, it would increase the balance of TVA earnings which would 
remain the property of the Government. 
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¢, Executive and congressional reviews of TV A budget programs 

The TVA Board would have authority to determine the extent, timing, and 
jetails of the power financing arrangements, but TVA would report its power 
operations and budget program annually to the President and the Congress. 
The General Accounting Office would continue to audit TVA’s power accounts 
asa part of its regular audit of all TVA activities but TVA would be authorized 
in addition to obtain independent audits. 

The amounts of bonds to be issued would be determined by the need for new 
fycilities. Since the bonds would be revenue bonds, with no Treasury guaranty, 
their salability would depend on the soundness of the investment. TVA’s annual 
reports, the GAO’s audit reports of TVA operations, the budget programs sub- 
mitted in connection with TVA’s annual requests for money for its nonpower ac- 
tivities which are financed from appropriations, and the hearings held in connection 
with such requests, would result in full reporting to the President and the Congress 
concerning TVA’s power construction programs and operating results. 

Section 301 of the Government Corporation Control Act (31 U.S. C. see. 866) 
provides for annual business-type audits of Government corporations by the Gen- 
eral Accounting Office, and permits Government corporations to obtain private 
widits only if expressly authorized to do so. Bonds are sold on the basis of repre- 
entations by the borrower as to its current financial condition, supported by an 
outside audit. In order to issue bonds promptly when funds are needed and to 
take advantage of changing conditions in the bond market it will be necessary to 
utilize the services of one of the well-known private auditing firms. Express 
aithority for this purpose should be provided in the legislation, but without elim- 
inating the audits conducted by the General Accounting Office. 


1. Relationship of TV'A expenditures to the national budget 


The proceeds of TVA bond issues as well as power revenues, would be kept in a 
separate fund in the Treasury or in commercial banks, or could be invested tempo- 
nrily in securities approved for investment of national bank funds. Except for 
appropriations from the Treasury, and payments to the Treasury for the purposes 
of (a) paying interest on bonds held by the Treasury, (b) reducing the appropria- 
tion investment in the TVA power system, and (c) paying a return on such invest- 
ment, the receipts and expenditures of the TVA power system would not be con- 
adered in determining the amount of any national budgetary deficit or surplus, 
bit would be accounted for outside the regular Federal budget. The Treasury 
would be authorized to credit its holdings of TVA securities against the obligations 
towhich the limitations on the national debt apply, so that its purchases of TVA 
ecurities would not affect the amount of the national debt. 

Section 302 of the Government Corporation Control Aet (31 U.S. C. see. 867) 
requires Government coprorations to keep all of their funcs in the United States 
Treasury with the exception of temporary checking accounts not in excess of 
$50,000 in any one bank. In connection with the issuance of honcs to the general 
public it will be necessary to make large deposits in commercial banks for payment 
di service charges on the bonds and for other purposes. Therefore, TVA should 
'eexempt from this provision of the Government Corporation Control Act. 

It is more economical to sell bonds in the private investment market by means 
ofa few large issues a year rather than numerous small issues. TVA would there- 
iore sell enough bonds at one time to provide the money neeed for its construction 
program for several months ahead, and at times would have large balances of 
orrowed money on which it would be paying interest charges. TVA also requires 
isubstantial amount of working capital. These funds should be put to work in 
te manner common in industry, by investment in securities which would yield 
return partially offsetting TVA’s interest payments. The legislation should 
authorize TVA to follow general commercial practice in this respect. 

Bonds sold to the public by TVA would not be a part of the national debt, since 
Nev would not be guaranteed by the Treasury. Likewise, the construction of 
luilities with the proceeds of revenue bonds should not affect the measure of a 
federal budget deficit or surplus. The amount of any TVA bonds held by the 
reasury, being fully supported by revenues, should likewise be deducted from the 
tal of outstanding public debt obligations in relating them to the debt limit. 


CONCLUSION 


The tests of any plan for financing the future power requirements of the TVA 
‘ystem are whether it is fair to the Government, the investor, and the power 
‘sumer, and whether it is workable. In the opinion of the staff the plan 
herein proposed meets these tests. The plan would fully protect the interests of 
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the Federal Government as the owner of the TVA system; it would insure a soun4 
security for investors; and it would provide the means to meet the electric power 
needs of the consumers of the Tennessee Valley region promptly and at reasonabje 
rates. The TVA Act provides an administrative framework which permits the 
TVA to discharge its responsibilities effectively, and the proposed legislation ft; 
into this framework. With a continuation of TVA’s 20-year record of perform. 
ance, the proposed arrangements in our judgment would provide a feasible ang 
constructive solution of the problem of financing the TVA power system. 


Mr. Rasavt. All right; we will resume at 2 o’clock this afternoon, 
AFTERNOON SESSION 


Mr. Rasavut. The committee will come to order, and Mr. Cannon 
will resume his interrogation. 


LOCATION OF DIXON-YATES PLANT 


Mr. Cannon. Mr. Wessenauer, by way of résumé, the Dixon-Yates 
contract proposes that capacity be added for use by TVA on its 
system, and this capacity would produce power of higher cost than 
would result from the construction of that added capacity by TVA. 

On the other hand, AEC is obliged to purchase power which is 
more costly to it than power purchased under the contract it already 
has for power supplied from the TVA’s Shawnee plant. 

Now, from the beginning TVA has said that these excess costs 
would be assumed by AEC which was entering into a contract with 
Dixon-Y ates. 

Certainly, TVA would never have proposed a plant of this size 
at the location which was selected for it by Dixon-Yates in order to 
meet the requirements of the TVA system and, particularly, the 
demands of the city of Memphis. 

We are interested, Mr. Wessenauer, in the size and location of the 
plant and those other factors which are involved. I wish you would 
explain why this plant proposed for carrying out the Dixon-Yates 
contract, both in its size and location is unsuitable for the requirements 
of the TVA system. 

Mr. WessENAvER. Well, the location of the plant from the TVA 
point of view is not as desirable as capacity located elsewhere, for 
two principal reasons. One reason is that the plant is located farther 
from the coalfields than the plant we would add to our system. The 
added distance is 55 miles. It results from the fact that the coal, 
whether it is provided to a plant of the TVA system or the Dixon- 
Yates plant, would be supplied from the coalfields of Illinois and west 
Kentucky, so that the coal would have to be brought down the 
Mississippi River to the plant. 

Now, if we were to locate a plant most suitable for our system 
purposes we would put it farther north and save an estimated siX- 
tenths of a cent per million British thermal units in the transportation 
of the coal to the plant. 

The other principal objection to the location of the plant, from our 
point of view, is that the plant is on the opposite side of the river 
from our loads, including the AEC loads, and that means, from the 
Government’s point of view, that a very large expenditure would 
have to be made for river crossings in order to bring power over the 
river into the TVA system. From the location point of view it woul 
be much more desirable to have the plant on the east side of the 
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Mississippi River rather than on the west side of the River, and to 
have it farther north so that it would be closer to the coalfields. 


SIZE OF DIXON-YATES PLANT 


As to size, when we proposed the Fulton plant we proposed a plant 
which was geared more closely to the requirements for power in that 
area, a powerplant of approximately 450,000 kilowatt capacity and 
one which was capable of producing perhaps 500,000 kilowatts. 
The Dixon-Yates plant is to have a capacity of 650,000 kilowatts or 
more, and to deliver 600,000 kilowatts into Memphis. 

One of the problems there is the absorption of the capacity of this 
plant in that area without having to build extensive transmission 
lines into the TVA system to use the power. 

Now, the Memphis load has been in the neighborhood of 300,000 
kilowatts, and we expect that in a few years it would be larger than 
that. There would be a serious problem of absorbing as much as 
600,000 kilowatts in the initial years of operation, for without that 
much load in the neighborhood of Memphis in those initial years, 
transmission facilities would have to be built to carry that power 
beyond Memphis back into the system to be used. The problem is 
particularly acute during the offpeak hours that is, during the night 
hours, when the Memphis load drops down to about one-third of its 
peak requirements, for then we would have to handle not just the 
Dixon-Yates power in excess of the daytime load of Memphis of over 
300,000 kilowatts, but all the surplus over 100,000 kilowatts of 
nighttime Memphis load, for transmission back into the system to be 
used. 

All that is based on the assumption, of course, that Memphis 
accepts Dixon-Yates power, for as we discussed this morning it has 
been assumed that the power would be put into the system at that 
point. If Memphis takes some other action on this matter then, of 
course, the problems are magnified many fold of attempting to handle 
the power from that plant over the TVA system. 

Mr. Cannon. In other words, if TVA had been building a plant for 
the purpose of carrying out its contractual obligations, and a plant 
that would have operated most effectively in relation to the rest of 
the system—a plant which would have produced the required power 
at minimum cost—it would not have built this plant at this point? 

Mr. WessENAvER. No, sir. Obviously we would have built it on 
the east side of the river, and we would have built it farther north, and 
we would not have built it quite as large. The indication of what we 
would have done is the fact that our recommendation for a plant in 
that area was the Fulton plant which would be north of Memphis and 
on the east side of the river, and initially would be a smaller plant. 

Mr. Cannon. You would not have built it on that side of the river, 
you would not have built it that far away from the fuel supply and you 
vould not have built that large a plant? 

Mr. Wessenauer. Yes, sir; that is right, sir. 


LOCATION OF DIXON-YATES PLANT 


Mr. Cannon. Now, the fact that such a plant is recommended at 
this time for this purpose would seem to give credence to the grape- 
‘ihe story that is going around to the effect that this plant is really 
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being built for another purpose, that it is being built so that when j 
is finally taken over by the private power people it would be bette 
adapted for their purposes as a private company. Have you hear 
any such intimation, Mr. Wessenauer? 

Mr. Wessenavuer. Well, of course, the arrangements were mado 
with AEC by this MVGC company formed by the Dixon-Yate 
group, and one of the considerations obviously was that when AR( 
might want to cancel its contract with the company its sponsojs 
would want the plant where the power capacity could be absorbed. 
I assume the company recognized that at that time, and I assum 
AEC did also. 

From the standpoint of the company which is building the plant, 
or at least from the standpoint of its sponsors, the location of th» 
plant has merit because the principal sponsoring system, the Middle 
South Utilities Co., has operating companies located in Arkansas an( 
Louisiana which would take the power back into those systems, 
From their point of view the west side of the river is, perhaps, more 
satisfactory, but meanwhile it will cost the Government a lot of 
money to get the power across the wide Mississippi River. 

Mr. Cannon. And if they expect, eventually, to take it over, then 
building such a plant over there on that side of the river would better 
suit their purposes than one which would be approved and built 
by TVA if they were building it. If this plant had been built wher 
it would have been reasonable and practical, and where it would 
have been in the logical position, site, or location you would not 
have found it necessary to build this transmission line across the 
river? 

Mr. WessENAUER. No, sir, because we would have connected it 
into our system on the east side of the river and would have thereby 
avoided an expensive river crossing. 


APPROPRIATION. FOR TRANSMITTING DIXON-YATES POWER 


Mr. Cannon. That is one of the unnecessary costs which would 
have been avoided if TVA had been building the plant where it shoul 
be built. 

Strange to say the budget at this time asks for $6,500,000 with 
which to build a transmission line across the river. At the same time, 
it becomes apparent that it will be many years before such a trans 
mission line can be used, even if it is built, because litigation is delaying 
indefinitely the construction and operation of the proposed plant. 

So we have just been apprised. 

The newspapers are carrying notices of the suit by the State 
Tennessee, and also statements by the attorney general of the State 
of Tennessee who is prosecuting the suit which makes it evident that, 
in the course of the routine procedure in the Federal courts it would be 
quite a while before the legal difficulties in the way of construction and 
operation can be cleared away. 

In the meantime, can you give us any reason why we ought to buili 
a transmission line to a plant that has not been built, and that will no! 
be built for an indefinite time? 

Mr. Wessenaver. Well, sir, the budget which we are presenti! 
here was prepared on the basis that the Dixon-Yates plant would be 
completed by a certain time, and if the Government is going to bel! 





a position to utilize that power, the transmission lines would need to 
be built for that purpose. Our recommendation was that we would 
need to have some money with which to start construction in order to 
make sure that we would have lines to take the power into the TVA 
system. 

vo do not know what the outcome of these suits will be, or how long 
they will be pending. I can only plan as an engineer based on the 
assumption that we have had here. .For that reason we have requested 
next vear $6,500,000 to begin the construction of the lines, which will 
cost In the neighborhood of $10 million in all. If the plant is never 
built, then obviously the lines would never be required. 

Mr. Cannon. You must concede, Mr. Wessenauer, that your 
assumption is based on an erroneous hypothesis that within the time 
covered by this budget, or, for that matter, within the time covered 
by the next budget, this plant can be in operation, or producing, so why 
provide $6,500,000? Would the changed circumstances change your 
recommendation that this $6,500,000 be appropriated at this time in 
this bill? 

Mr. WessENAUER. If we knew that their plant would not be built, 
and that there would be no necessity for TVA to accept the power, the 
lines would not be required. On the basis of the conditions of the 
contract which AEC entered into with Dixon-Yates, to make it effec- 
tive, and for TVA to work out arrangements with AEC to handle the 
power, part of those arrangements would require the building of these 
lines for its transmission. 

Mr. Cannon. In other words, the basis on which you have made 
this estimate no longer obtains. That being true, if you were again 
preparing a budget, you would not include this $6,500,000, because 
there is no need of funds to build a transmission line to a plant which 
does not exist and cannot be in operation, even under the most 
favorable circumstances, within the next 2 or 3 years? 

Mr. WessENAUER. I do not know, sir, that the plant will not 
be built. 

Mr. Cannon. You would understand that any legal difficulties 
involved must be cleard away before you can start production. 

Mr. WEessENAUER. Yes, sir; I would think so. 

Mr. Cannon. How long would it take after construction of this 
plant is started before it could be producing current? 

Mr. WessenNAvER. The reported construction period for the plant 
was supposed to be completed in 27 to 30 months from now. 

Mr. Cannon. At least two and a half years, then? 

Mr. WessenAveR. Yes, sir. 

Mr. Cannon. Even if you started it immediately it would be two 
and a half years, and if you take into consideration the legal difficulties 
involved it is hard to estimate how many years it would take. Cer- 
tainly there is no immediate need for this $6,500,000 at this time. 

Mr. Wessenaver. The request for $6,500,000, Mr. Chairman, is 
on the assumption that the plant will be in service late in 1957. 

While that seems to be a long time from the standpoint of building 
'raismission lines, this is a complicated transmission problem, be- 
cause we have to find the proper place to cross the river, and the 
foundations will be deep for the river towers, and the river towers will 

expensive to build. 
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We have not yet found the appropriate rights-of-way around th, 
city of Memphis to the places where the lines would tie into the Ty, 
system. I would not want to wait so long that we find we have , 
plant ready to produce power and have no transmission lines built. 

Mr. Cannon. That assumption having fallen, the recommendatio, 
falls. If it will require 2% years after they start construction befor 
you need this transmission line there is no need to be in any greg 
hurry about providing money for it at this time. 

Mr. WessENAUVER. We would not want to start before they stay 
building the plant. 


COST OF DIXON-YATES POWER 


Mr. Cannon. According to our estimates, and this is directly jy 
issue, the effort today is to decrease the cost of all production, and the 
cheaper we can produce current the greater service we can render the 
public in general. 

How does the cost of the Dixon-Yates power proposition compar 
with the cost of TVA power if additional capacity is added to that 
system, which the Dixon-Yates contract is planned to avoid? Give 
us your idea as to the relative cost of power in those two situations 

Mr. WessenAver. We participated in an analysis which was made 
along those lines last spring, and we put in the record before the 
Joint Committee on Atomic Energy our views on that. 

The TVA engineers made a comparison of the costs and it showed 
that the ie costs to the Federal Government under the Dixon- 
Yates plan would be approximately $5,500,000 more than if the Goy- 
ernment proceeded to add capacity to the TVA system. 

There were some differing views with respect to that, and the other 
engineers who worked on it, representing the Bureau of the Budget 
and the AEC, had an estimate of about $3,700,000 more per year. 

While they, too, estimated that this proposal would be more ex- 
pensive to the Government than the building of a plant on the TVA 
system, the decision was to do that in order to handle the capital 
outlay of some $100 million through private financing. 

Mr. Cannon. The thing to do in the interests of economy, thet, 
would be to build this plant on the Tennessee side of the river, and 
to turn the job over to TVA. 


TRANSMISSION LINE 


Furthermore, if the city of Memphis is not going to accept this 
current from MVGC, or from the Arkansas plant—and the mayor of 
Memphis in the letter which we read here this morning states very 
emphatically that it is not—why would you need a transmission line 
across to Memphis? 

Mr. Wessenaver. Well, sir, the assumption under which the plat! 
site was located was that they would be delivering that power 
Memphis. 

Mr. Cannon. Conditions have entirely changed. Developmen! 
are entirely different from what were expected at the time this assump 
tion was made. 

Mr. WesseNAvER. The assumption was that the Memphis |os( 
would absorb Dixon-Yates power. If this is changed, as the mayors 
letter indicates, the whole plan ought to be changed. 
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\{r. Cannon. From every business point of view, it seems absurd 
to carry out the proposal made at the time this estimate was pro- 
posed to appropriate $6,500,000 for building a transmission line. 


PRESENT STATUS OF DIXON-YATES PLAN 


What is the present status of the Dixon-Yates plan? 

Mr. WessENAUER. Well, there is a contract between AEC and the 
MVGC, which is the company which Mr. Dixon and Mr. Yates 
organized to carry out their part of the arrangement. 

SEC has granted an order to the company to sell common stock in 
the amount of some $5,500,000. 

That order is being litigated by the State of Tennessee and some of 
the communities in the State. 

The company has not yet sold its bonds, which would provide the 
rest of the money which is needed for the construction of the plant. 
That would require additional hearings before the SEC which, as I 
understand it, have been postponed to some time next month. 

Our negotiations with AEC, as I indicated this morning, have 
moved along slowly. 

The assumptions that we are following are that the arrangements 
would be worked out between us in some manner whereby TVA 
would handle the power on a basis which would be at no cost and no 
benefit to TVA from the standpoint of its own operations. Now, 
working out those arrangements and arriving at the figures is proving 
dificult. It involves studies and estimates of conditions in the future 
in order to work out an arrangement which would be satisfactory 
both to TVA and to AEC. As I stated earlier, we still have a con- 
tract with AEC for supplying them 600,000 kilowatts, which we had 
been expecting to be relieved of by the fall of 1957. 

Mr. Cannon. And TVA is bound by that contract? 

Mr. WessENAUER. Yes, sir. 

Mr. Cannon. No steps have been taken to relieve TVA of respon- 
ability under that contract? 

Mr. WessenAveER. No, sir; except these negotiations which we are 
engaged in at the present time. 

Mr. Cannon. Which may or which may not result in anything 
definite. In view of the fact, then, that this money has not yet been 
provided, and that the proposition is in litigation, is there any 
immediate hope of providing the current required to supply the power 
needs in this section? 

Mr. WessENAUER. We are increasingly concerned about the prob- 
lem of meeting the load requirements in the winter of 1957 and 1958, 
and later, in the light of the delays which are occurring in the begin- 
tng of that plant. I think I said earlier that it was supposed to take 
27 to 30 months, but I was measuring that period of time from now 
on the basis of the original schedule that construction would be 
started last fall. In the proposal the estimated time was 32 months 
for the first unit and 36 months for the complete plant, from the time 
that the contract arrangements become effective. 

Mr. Cannon. You have not estimated how much time the litigation 
will consume? 

Mr. WessenavER. I fear I cannot do that. 
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FULTON STEAM PLANT 


Mr. Cannon. Under the circumstances, then, with the imminey; 
necessity of need for additional power in the Memphis area, would yo, 
recommend the Fulton site? ; 

Mr. WessEnaveEr. If there is not to be a Dixon-Yates plant, y, 
certainly would recommend that additional capacity be provided x 
the Fulton plant. 

Mr. Cannon. As a matter of fact, that is about the only alternatiy. 
if you are to have any hope of having additional power within , 
reasonable time? 

Mr. WESSENAUER. Well, that is the most economical arrangement: 
yes, sir. 

Mr. Cannon. How long would it take to build the Fulton plant’ 
How long would it take to complete it and what will it cost? 

Mr. WessenaveEr. It would take us approximately 32 months from 
the time of authorization to the initial operation of the first unit. 

Mr. Cannon. And what would its approximate cost be? 

Mr. WessenaveEr. As we estimate it the cost of the initial two-wit 
installation at Fulton will be $90 million. 

Mr. Cannon. This is the estimate originally submitted to us by the 
Tennessee Valley Authority? 

Mr. Wessenaver. Yes, sir; I believe the committee asked for the 
estimate under previous circumstances. 

Mr. Cannon. And that estimate is still accurate? 

Mr. Wessenaver. Yes, sir. 

Mr. Cannon. Mr. Chairman, may If include this in the record? 

Mr. Rasavut. Without objection, the estimate on the Fulton plant 
will be incorporated in the record. 

(The matter above referred to is as follows:) 


Fulton plant 


| 2unit plant! | 4unit plant! 


Steam production plant: 
Land and land rights_ ‘ aa —veneel oo $300, 000 $300, 000 
Structures and improvements-_ - _-_---- ea. es 19, 260, 000 29, 145, 000 
Boiler plant _- oe : ; ; 1 ae 25, 765, 000 47, 780, 0 
Turbogenerator plant - , Givi j ; ; 16, 678, 000 32, 736, 000 
Accessory electrical equipment. - --. el a oa a 3, 500, 000 6, 800, 00 
Miscellaneous powerplant equipment ___- Eowetsy Ae 1, 300, 000 1, 470, 000 
Communication equipment. __- . eddarias ba kessch  RReti bess 100, 000 125, 000 
Total steam production plant_-_-- Ste 66, 903, 000 118, 406, 000 
Transmission plant_....-..-_. ata sunnniiiemtton ‘ 3, 230, 000 


Total direct cost _. TF esis seendshi 70, 133, 000 


General expense: ; 
Employee housing--------- ie es) ae i ay 1, 200, 000 1, 250, 00 
Project general expense a 7 : SZ. 7. 500, 000 10, 484, 


Total general expense. ‘ 8, 700, 000 ll, 7 


Subtotal....__. 78, 833, 000 136, 640, 0 
Contingency pa eee, Seca eehs eae 11, 167, 000 17, 360, 0% 


Total project. eee Se ee ee ee a ee 000, 154, 000, 000 


1 Rated: 450,000 kilowatts; capability: 500,000 kilowatts. 
2 Rated: 900,000 kilowatts;capability: 1 million kilowatts. 
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Mr. Cannon. Then you would say that while every other proposal 
to meet this power need is nebulous, uncertain, and indefinite, you 
could depend on having sufficient power to supply these urgent needs 
in 32 months through the construction of the Fulton plant? 

Mr. WessENAUER. We could construct the Fulton plant in 32 
months and that will help materially by the end of the winter of 
1957-58. 

TVA’S RECORD OF COST ESTIMATING 


Mr. Cannon. Now this committee has had some unfortunate expe- 
riences with estimates of cost and time on construction projects. 
Just how much dependence can we place on these estimates as to cost? 

Mr. WessENAUER. The TVA record of costs experienced in actual 
performance compared with the estimates subnutted to the com- 
mittee at the time the projects were initiated is a good one. I recently 
took a look at those numbers and, based on our present information 
as to the probable completion costs of the projects we now have 
underway, I believe the record will show we have completed all our 
construction considered in total, within one and a fraction percent 
of the estimates which were submitted to the Congress at the time 
they made the initial appropriation for the projects. 

Mr. Cannon. The clerk hands me a memorandum issued by the 
Tennessee Valley Authority, in this connection giving the record. 
Under this tabulation, taking into consideration past estimates and 
the ultimate costs in comparison with performance, you seem to 
have a very satisfactory record in that respect, if I correctly interpret 
this tabulation. 

Mr. WessenavEr. This is a table which the clerk asked TVA for. 
It shows, for example, on our projects through 1947 we estimated 
about $598 million as the cost and they were built for $616 million, 
which is within 3 percent. The projects since that time would bring 
the total up to about $1,561 million, and our last figures indicated 
we will build them for $1,541 million, or approximately $20 million 
less than the estimates on which the projects were initially based, 
a difference of 1.3 percent. 

Mr. Cannon. From the record, then, of past accomplishments, we 
have every reason to believe we can depend on the estimates on the 
Fulton plant, both as to cost and time required for construction? 

Mr. WessENAUER. Yes, sir; I believe we have had a good record. 

Mr. Cannon. On the other hand, the Arkansas plant, the Dixon- 
Yates plant 
_ Mr. Rapavut. Before you leave that, I think we ought to put this 
in the record. 

Mr. Cannon. Mr. Chairman, I submit it for inclusion in the record. 
Mr. Rasaut. This Comparison of Estimates with Actual Costs 
Major TVA-Constructed Projects—without objection, will be placed 

in the record at this point. 

(The matter above referred to is as follows:) 
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Mr. Jensen. Mr. Chairman, does that tabulation show what th, 
original estimate of cost of each one of these projects was to be? 

Mr. WessEeNAvER. Yes, sir. It shows the estimate which Was 
submitted to the Congress at the time we asked for the origing| 
appropriation with which to begin each project. 

Mr. Jensen. And you said, I believe, that the actual costs of thy 
projects have come within 1 percent of the original estimates? 

Mr. WessSENAUER. Yes, sir. 

Mr. Jensen. Is that true during the period when costs were rising 
so fast? 7 

Mr. WessEeNnAvueER. Yes, sir—not with respect to eaeh individyg) 
project, but, taking the whole construction, we have come within 
approximately 1 percent. And you can see by the tabulation tha; 
we have compared each project. The amount estimated is shown iy 
the second column and the first column gives the actual cost we 
encountered in the building of the projects. 

Mr. JENSEN. What I cannot understand is how you could look into 
the future and determine what the increased cost was going to be of 
each one of these projects over the period it took to construct them, 
And as I read this tabulation it appears you have been psychic in 
your estimation of the cost projected into the future. That is the 
thing that I do not quite understand how you could so operate; that 
you could say “This project is going to be completed in 2 years, or3 
years, and is going to cost so much” during a period when costs were 
increasing so rapidly. 

I do not want to take much time, Mr. Chairman, but how did you 
look into the future and estimate, for example, on the Norris project, 
that it would cost $30,508,024. That was your original estimate? 

Mr. WesseNAvER. No, sir. I believe you are reading this just the 
reverse, Mr. Jensen. The second column is the original estimate. 

Mr. JENSEN. The second column is the original estimate? 

Mr. WerssENAUER. Yes, sir. 

Mr. JENSEN. Well, you have things kind of reversed. Actually, 
for all of these 20 projects you show here, the original estimate was 
$597 921,452; is that right? 

Mr. WessenavEr. That is correct. 

Mr. JENSEN. And your actual cost was $616,675,339? 

Mr. WessENAvuER. Yes, sir, for the projects through 1947. 

Mr. Jensen. And I presume the average construction would be 30 
months? 

Mr. WesseNAvER. Two to three years. 

Mr. Jensen. Longer than that on the hydroplants, of course? 

Mr. WessENAvER. It might be nearer 3 years on the hydro, sir. 

Mr. JensEN. How did you look into the future and anticipate what 
the costs were going to be as near as you have done? You must have 
been quite psychic. 

Mr. WessENAUER. Well, I am glad it looks that way. Of course, 
one thing that helped us is that the estimates were made close upon the 
initial appropriation. In other words, those were not projects which 
had been proposed and estimated for 3 or 4 years before we asked for 
the first amount of money. The amount we estimated was determined 
close to the time the construction began. I think the record reflects, 
too, the fact that our engineers have been conservative, that they wer¢ 
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making sure of their cost data, and that they made reasonable allow- 
ance for the prospect of costs increasing, which you can do somewhat 
from watching cost trends very closely. 

Mr. Jensen. They sort of looked into the crystal ball, in other 
words? 

Mr. WessENAUER. Well, we have to do that as best we can. Some 
few of those costs, you notice, Mr. Jensen, were much larger than our 
estimates and others were lower; but the overall total came within 
this small percentage. 

Mr. Cannon. I can understand some surprise on the part of the 
committee, because we had some outstanding surprises as to increased 
costs over estimates of some projects. 

Mr. Jensen. That is exactly why I mentioned the fact it is so 
entirely different from what it used to be. 

Mr. Rasaut. It seems that they took the ball and went ahead 
with it. 

Mr. JensEN. Apparently. Mr. Chairman, I would like to have the 
tabulation in the record. 

Mr. Rasaut. It has already been inserted. 

Mr. Cannon. As the chairman also recalls, this record was made at 
a time of rapidly increasing costs throughout the country. Always 
there was increased cost of material, labor, and every item entering 
into construction and yet, in building these plants, TVA was able in 
avery remarkable way to keep within the estimates made at the time 
the plants were proposed. 

Mr. JensEN. I think you will find some of those projects were built 
during a era when costs were going down. Is not that the fact, also— 
afew of them? 

Mr. WessENAUER. Well, sir, I do not know that they were going 
down much at any time in this period. They may have been fairly 
stationary at times. Some of the construction began in 1935 and 1936; 
but, beginning in 1940, the costs did go up sharply during the war 
period. 

Mr. Jensen. And during the construction of the most of these pro- 
jects you list, prices were quite stable; is that right? 

Mr. WessENAUER. Well, the early ones were built when prices 
were stable, but the ones during the war, of which we had about 10 or 
more under construction at once, were not. 

Mr. Jensen. Some of them were constructed during the price 
decrease era, or during the era when prices were quite normal, and 
others were constructed after the war started and prices skyrocketed? 

Mr. WessENAvER. That is true. 

Mr. Cannon. But in the aggregate, taken as a whole, there was a 
constantly and unprecedented increase in costs of construction during 
the period in which those plants were erected. 

Mr. Wessenavrr. From the beginning to the end, yes; but the cost 
changes during the construction of each one were not unprecedented. 


EBASCO’S RECORD AT JOPPA 


Mr. Cannon. Let me ask you this: Turning from this rather re- 
markable record of accomplishment, what engineering firm will serve 
in the construction of the Dixon-Yates plant? 


63240—55——__5 
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Mr. WessENAUER. According to the press, the Ebasco is to be use, 
t> do the designing of the plant. I do not believe they have selectey 
the construction company. ) 

Mr. Cannon. The intent, then, is for Ebasco to serve as the engi. 
neering firm on the Dixon-Yates plant? y 

Mr. Wessenaver. For the design; that is my understanding. 

Mr. Cannon. Is that the same firm that served in the constructioy 
of the Joppa plant? 

Mr. WESSENAUER. Yes, sir. 

Mr. Cannon. What is their record for efficiency and engineering 
skill, and results secured, in the construction of the Joppa plant? 

Mr. WEssENAUER. The records show that the Joppa plant cost 
lot more than they originally estimated. 

Mr. Cannon. You would not say, then, that the engineering service 
in the construction of the Joppa plant was particularly creditable to 
the firm that engineered it? 

Mr. Puriurps. You mean to the firm or to the unions? 

Mr. Cannon. The firm, Ebasco. 

Mr. WessENAUER. According to the General Accounting Office, it 
is not very creditable, sir. 

Mr. Cannon. So that we have here on the one side a record cover. 
ing a long period of accomplishment in which the engineering was 
satisfactory, compared with the construction of the Joppa plant in 
which it was, as you say, considered unsatisfactory. 

And what is the cost of power from the Joppa plant as compared 
with that of the Shawnee plant? As I understand it, we have in close 
proximity the Joppa plant constructed under the engineering direc- 
tion of the Ebasco firm, and the Shawnee plant constructed by 
TVA and, when you compare the two, you find there was official 
criticism of the engineering on the Joppa plant, while the construe- 
tion of the Shawnee plant was in every respect in accordance with 
the contract, both as to time and cost, and it was erected by TVA 
However, as to the relative cost of power when these two plants were 
erected, what could you say as to the relative cost of power produced 
at the Joppa plant by the Ebasco people and the cost of power pro- 
duced at the Shawnee plant by TVA? 

Mr. Wessenaver. I believe that TVA power has been costing 
about 3.55 mills per kilowatt-hour and the figures which have been 
put in the record by AEC from time to time indicate that the power 
from the Joppa plant will cost somewhat over 4 mills per kilowatt- 
hour. 

Mr. Ranaut. There is a difference of 0.45 mills? 

Mr. Wessenaver. About half a mill. 


DIFFERENCE IN TVA AND EEI POWER COSTS AT PADUCAH 


Mr. Cannon. We have here a table submitted to the comm ittee by 
the Atomic Energy Commission for the fiscal year 1955, giving 
relative costs at these two plants, which is the point before us at this 
tire. I would be glad if you would interpret this table. 

Mr. Puipures. Please identify it, Mr. Chairman. 

Mr. Rasavut. He identified it as submitted by AEC. 

Mr. Wessrenaver. This table is marked “Atomic Energy Cot 
1 ission, fiscal year 1955. Power consumption and charges at Piducali 
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Ky.” and shows for this fiscal year through February 1955, that the 
ermanent power, which is power which comes from the Shawnee 
plant, averaged 3.58 mills per kilowatt-hour, and power from Electric 
Energy, Inc., supplying power from the Joppa plant, was apparently 
riced at 3.82 mills per kilowatt-hour. 

Mr. Cannon. Give us the figures tabulated under ‘Interim.”’ 

Mr. WessENAUER. The figures show TVA supplied about 2.25 
billion kilowatt-hours of interim power for this fiscal year through 
February 1955, at an average of 5.57 mills per kilowatt-hour, and 
Electric Energy, Inc., supplied interim power of about the same 
amount in kilowatt-hours through March 1955, at 7.61 mills per kilo- 
watt-hour. 

Mr. Putiturps. May we ask if the figure of 3.82 included taxes, or 
not? 

Mr. Cannon. Taxes are included; all costs are included. 

Mr. Puituips. Then the 3.58 would not include taxes? 

Mr. WessENAUER. TVA does not pay any taxes to the States for 
power delivered to Federal agencies. 

Mr. Puitures. Then those figures are not comparable, are they, Mr. 
Chairman? 

Mr. Ranaut. Do you make any payments to the States in lieu of 
taxes of any kind? 

Mr. WesseNAUER. We do make payments to the States in lieu of 
taxes on all sales of power to private companies and local agencies, 
but not on power sales which are made to the Federal Government. 

Mr. Raspaut. Not on power sales made to the Federal Government? 

Mr. WesseNAvER. That is right. 

Mr. Rapaut. That is the difference. 

Mr. Puriuips. But the Joppa plant included about 3 mills, as I 
recall, tax to local, State, and Federal Government per kilowatt-hour. 
I was just suggesting they were not comparable. 

Mr. Rapaurt. As far as the Federal Government is concerned, what- 
ever they deliver to the Federal Government they do not pay any 
taxes On. 

Mr. Cannon. In this connection may I ask at this time if these 
figures before you have been supplied by the Atomic Energy Com- 
mission ? 

Mr. WessenaAverR. Apparently, sir. 

Mr. Rasautr. Do you want to put this in the record? 

Mr. Cannon. Yes, we would like to have that in the record. 

Mr. Rapaut. Without objection, this Atomic Energy Commission 
statement on power consumption charges at Paducah, Ky., will be 
placed in the record. 

(The matter above referred to is as follows:) 
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Power consumption and charges at Paducah, Ky. 





Permanent Interim 





Quarter ending— Mills per | 


MWH Dollars | kilowatt-| MWH | Dollars 
hour | | 


| Mills De 
| ile OWalt 
| hour 


} 


TVA: 
September 1954 1, 083, 183 | $3, 853, 030 3. 56 633, 445 | $4, 328, 776 


December 1954... | 1,116,804 | 3,960, 874 3. 55 | 877,354 | 4, 690, 169 
January and February 1955 1. 888,198 | 3, 238, 403 3. 6 746, 794 | 3, 560, 938 | 


Year through February 1955_| 3, 088, 185 Uy, 052, 307 3. ! 2, 257, 593 | 12, 579, 883 | 


EEI: 
September 1954 ? . 1,081,932 | 4, 053, 395 3. 544,139 | 4, 109, 367 
December 1954___. -_- .------| 1,100,292 | 4, 266, 362 3. 859, 765 6, 564, 554 
March 1955. ........ euiase wild 1 OA, 654 4, 073, 836 3. 8 781,032 | 5,947, 007 


Year through March 1088... 3, 246, 878 12, 393, 593 3. 2, 184, 936 16, 620, 928 
| | 


! TVA’s bill for March has not been submitted; delay in rendering bill is result of ame Situation ins 
volving charges for power furnished during an outage of generators serving Paducah plant. 
2 The 4th generator at the Joppa plant was placed in commercial operation on Aug. 4, 1954. 


FUEL COsTS 

Uncer the TVA contract, billings for a 6-month period are based on the averay 
fuel cost for the preceding 6 months. During the period July-December 1954 
the rate was 16.77 cents per million B. t. u.’s and for the period January-June 
1955 is 17.06 cents per million B. t. u.’s. 

EEI bills are based on actual fuel costs experienced each month, For the 
period involved in the table the cost per million B. t. u.’s is: 

Cents Cents Cents 

July ian 19. 12 | October _. 18. 59} January 18, 30 


August........... 93.660) November. su. 18. 23 | February ___--- 18, 40 
September___.._... 18. 77] December _- 18. 34| March__-___- . 18.14 


EEI RATE AT FULL-SCALE OPERATION 


At full-scale operation, it is presently estimated that AEC will receive 6.310) 
million kilowatt-hour per year from EEi at an estimated annual cost of $24,147,600 
o en per kilowatt-hour based on a fuel cost of 17.42 cents per million 

Mr. Cannon. At this point, would you say you could substantiate 
these figures from TVA’s records already submitted? 

Mr. Wessenaver. Our own records would probably substantiate 
the figures for TVA shown there. They look about right and |! 
assume they are taken off of TVA’s bills. I remember the average 
figure for the first half of this fiscal year of 3.55 mills. That is within 
1 percent of the estimate we made before the Shawnee plant was 
started. I do not have the full information with respect to Electri 
Energy, Inc. I used the figure of 4 mills, earlier, based on testimony 
the Atomic Energy Commission has several times put in hearings, 
for example before the Joint Committee. These seem to be somewhul 
different numbers for EEI. 

Mr. Cannon. Summing up the whole matter, the figures taken as 3 
whole and substantiated by TVA’s statistics show bey ond a question 
of a doubt greatly increased cost of production for the Joppa plant 
over the Shawnee plant? 

What do you say about the comparative cost of producing power’ 

Mr. Wessenaver. It costs them more to produce power at thei! 
plant than it does TVA to produce power at the Shawnee plant. 
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\r. Cannon. In other words, it costs more to construct and, after 
onstruction, it costs more to produce the power? 

Mr. WesseNAUER. They spent about $200 per kilowatt and we 
spend about $145 per kilowatt, in terms of capital costs. And the 
record will show—this table shows—that we have had a little lower 
fuel cost than they have. Both elements would indicate that the cost 
of producing power is less at the Shawnee plant than at the Joppa 
plant. 

Mr. Rasaut. Does EEI pay a Federal tax on power delivered to 
the Government? 

Mr. WessENAUER. Yes, sir—well, they pay a Federal tax on what- 
ever earnings they make on power delivered to the Government. 


EEI APPLICATION FOR TAX AMORTIZATION 


Mr. Rasaut. Do they have any amortization on their plant? 

Mr. WessENAUER. | believe the amortization of plant investment 
was not included in their bills through the first month or so of this 
fiscal year. Or do you mean rapid tax amortization? 

Mr. Rasaut. Yes. 

Mr. WessenAvER. Of that I am not sure. There was one time 
when they requested it but I don’t think they ever succeeded in getting 
it. [am not sure, 

Mr. Rasaut. Will you find out and place it in the record? 

Mr. Wessenaver. I will do my best. 

(The information requested is as follows:) 

Klectrie Energy, Ine. made application for rapid tax amortization on August 
14,1951, for $191 million and was assigned tax amortization number 13746. The 
reave t had not been granted or withdrawn when the granting of any more 
certificates to utilities was suspended some time ago. The Office of Defense 
Mobilization has recently started to consider again utilities’ requests for rapid tax 
ancrtization. 


EEI AND TVA FUEL COSTS 


Mr. Cannon. Will you also comment on the fuel cost given in the 
same statement by the Atomic Energy Commission? 

Mr. WesseNAUER. Our fuel cost as indicated on this table was 16.77 
cents per million B. t. u.’s for the period affecting the billing for July 
December 1954, and 17.06 cents per million B. t. u.’s for the period 
alecting the billing for January-June 1955. 

The table states that EEI bills were based on fuel costs ranging from 
19.12 cents per million B. t. u.’s in July down to 18.14 cents per million 
B. t. u.’s in March. 

Mr. Cannon. What is your deduction, then? 

Mr. Wessenaver. TVA was procuring fuel at costs over 1 cent per 
million B. t. u.’s lower than EEI. 

Mr. Cannon. That means, if by any chance the Dixon-Yates plant 
were built after litigation has finally been concluded, you would 
expect the same higher cost of fuel for the Dixon-Yates plant as that 
indicated in this tabulated statement? 

_Mr. Wessenauer. It is possible that would be true in the Dixon- 
Yates case also, as in this case, but I was primarily pointing out that 
even if they bought fuel at the mine at the identical price, it would 
have a longer haul to the Dixon-Yates plant than to our Fulton site. 
Mr. Cannon. And consequently a higher cost? 
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Mr. WesseNnAvER. And consequently a higher cost, yes, of 04 
mill, over and above any difference in the cost of the coal at the mine 
Mr. Rasavt. Is that the full cause of the increased price? 

Mr. WessENnAvER. Here? 

Mr. Rasavt. Yes. 

Mr. WerssEeNnAvER. No; this is a different reason, which | might 
point out on the map. 

Mr. Rapavut. What is the reason for this? 

Mr. Cannon. Show us this, if you will, on the map. 

Mr. WEssENAUER. These two plants are located very close together, 
TVA’s Shawnee plant is located on the south bank of the river, an¢ 
the Joppa plant is four miles downstream on the north bank of the 
Ohio River. We both draw our coal from the fields of Illinois and 
West Kentucky. I donot have any explanation of the cost differentia] 
except that perhaps one of us has been able to buy coal at a little 
better price than the other one. 

General Vocex.. Is there any State tax entering into it? 

Mr. WessENAUER. NO, sir. 

Mr. Rasavur. The distance would not make any difference across 
the river, surely. 

Mr. Wessenaver. Mr. Kampmeier buys our coal, and he may 
have an explanation. : 

Mr. Rasaut. Do you have any reason for it, or do you want to 
tell us what he might hold back and say he is a better buyer? 

Mr. Wessenave_er. I think there is something in that. I can say 
it for him. 

Mr. Kampmeter. I do not buy TVA coal, I only help to, but! 
appreciate being given a share of the credit for that. There ar 
certain transportation differences, but they would not account for 
these differences in coal cost. In the case of transportation differ- 
ences, they work in one direction in the case of coal from Kentucky 
and in another direction in the case of coal from Illinois. We ar 
situated to obtain coal from Kentucky by rail or barge, where as the 
Joppa plant, I think receives Kentucky coal only by barge, which 
could make some difference. They, and we, receive Illinois coal 
shipped by rail. 

Mr. Rasavut. The rail rate is higher than by barge? 


access to as much Kentucky coal. 
receive from Illinois, which represents a rather sizable part, perhaps 
half, of the coal we burn at Shawnee, has to be carried across the river 
to our plant; whereas, in the case of the Joppa plant, the coal does not 
have to be carried across the river. That represents a differential, 
for Illinois coal, of 15 cents per ton extra transportation cost on our 
coal to bring it across the river, which would be equivalent to six-tentls 
cent per million B. t. u. So, if Electric Energy, Inc., and we were t 
buy the same coal from Illinois, at the same price at the mine, there 
should be six-tenths cent per million B. t. u. higher cost for us that 
for them, because of that differential in the transportation cost, instead 
of their having higher costs as reflected in this table. 

Mr. Rasavt. They are having a lower price for transportation and 
paying more for fuel. 
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Mr. JensEN. So the facts are that TVA, which does not pay a 
Federal tax, can buy cheaper than the private industries which d> pay 
a Federal tax into the coffers of the United States Treasury, without 
which we could not appropriate any funds. If that were not the case 
ll over the country, where the private taxpayer pays the bill we could 
not turn around and appropriate that money again for such things as 
the nontaxpaying TVA and other Government-owned and tax free 
corporations, 

[ do not see the justice in that kind of business, but go ahead. 


ATOMIC POWER PLANTS 


Mr. Fogarty. Mr. Wessenauer, we hear a great deal of talk now 
about living in an atomic age. Is there any possibility that projects 
like TVA will become obsolete in the near future because of atomic 
energy? 

Mr. WessENAUER. No, I do not believe that would happen. I 
think this country will be forced to turn in the future more and more 
to atomic power to supply the very rapidly growing requirements 
which this Nation has for power. I think as the years go along you 
wil be finding more of the new plants will be atomic plants, rather 
than of the conventional type; but we still have a ways to go in finding 
an atomic plant that is competitive in cost with the conventional 
thermal plant. 

Mr. Fogarty. Is the Government doing anything in that field 
now? 

Mr. WessenaverR. Yes. The Atomic Energy Commission has 
encouraged industry to build what I would call pilot plants. They 
have encouraged the investigation of various possible ways of building 
atomic powerplants. In other words, there are several routes which 
the technicians say might be followed to produce power by atomic 
plants. That has to do with the kind of reactor, the kind of fuel you 
use in the reactor, the kind of moderator used in the reactor, and so 
forth. 

There are several of those projects underway at the present time 
out of which the power industry would expect to gain the information 
tosee what the next step would be to provide more economical pro- 
duction by that means. But I do not believe anyone would yet 
daim they could today build a plant which would provide power as 
cheaply as the thermal plant. 

General Voern. May I add something to that? I think it is 
entirely a matter of economics. In regions where the cost of fuel is 
quite high, it will be possible at a much earlier date to provide atomic 
energy than in a region where the fuel cost is relatively low. For 
instance, it might be economically feasible to build such a reactor in 
Alaska for power that is there needed. 

As you know, Detroit Edison is actively formulating plans for 
building an atomic reactor in their power service area; but, where 
they are still in an area where fuel is relatively plentiful and relatively 
theap and where the relative cost of the final power is, of course, so 
much lower than that produced in other regions, it may be a long time 
lor such power to become economical in the Tennessee Valley region. 

Mr. Fogarty. Then according to your estimate, Mr. Wessenauer, 
the Government is attempting to get industry to do this research, is 
thot, in atomic energy? 
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Mr. WesseNAvER. The Atomic Energy Commission itself jn jj, 
own laboratories and by contractual relationships with various privat, 
laboratories has provided and done a vast amount of research wor, 
to form the basis for projects for developing atomic power. Moy» 
recently, since the Atomic Energy Act was revised last fall, they hays 
invited private companies and others to submit proposals whereby 
they would take some steps toward showing the extent to which this 
power could be produced, in order to arrive at some further inform. 
tion in the development of atomic power. 

For example, there is the project of the Duquesne Light Co. being 
built near Pittsburgh that will produce atomic power perhaps in a {ey 
years. The last information I had was it was going to cost somewherp 

etween 30 and 60 mills per kilowatt-hour. That is not being built 
in competition with power that costs just a few mills per kilowatt. 
hour; it was done in order to get experience in building such plants and 
finding what problems will result in the operation of such a plant. 

More recently there have been proposals, as General Vogel said, of 
the Detroit Edison, the Consumers’ Public Power District of Nebraska. 
and a couple of others. Those proposals are now being considered by 
the Atomic Energy Commission. They provide that AEC woul 
make available atomic fuel that those plants would need to operate 
with, and I think it will be a combined venture of AEC and private 
companies, with the private companies putting up a certain amount of 
capital for the experiments. 

No doubt the AEC people could elaborate on that more than I have 
been able to do. 

Mr. Fogarty. I intend to ask them the same question I have asked 
you. The reason I asked that question is I do not know too much 
about this TVA or atomic energy, either; but I have read a few things 
about it, and I have read some articles where some scientist claims 
atomic energy is looking right now to when it gets on its feet that 
it is going to make projects like TVA and the Northwest power pro- 
jects obsolete. But you do not believe that? 

Mr. WessenaveEr. I cannot conceive of that for some time, for 
this reason, that the economic factors and the difficulties which we 
have with atomic power are going to be a long road. I hope and 
believe it is going to result in more atomic power; but it will come 
gradually, just as all through the past with coal-burning plants. Less 
than 20 years ago, to produce power from a steam station called for 
1 pound and a third of coal per kilowatt-hour, whereas today modert 
plants produce a kilowatt-hour with less than eight-tenths of a pound 
of coal per kilowatt-hour. By virtue of increased economies in the 
design and planning and construction of these plants, that has beet 
possible. Technological improvement has brought down certain costs 
during the period of time when costs of construction have gone Uj, 
so that today the homeowner has cheaper power than he had 20 years 
ago. 

I believe atomic power will be worked into the economics of the 
power systems of the United States in much that same way. As We 
find a way to do it cheaper, those plants will be built in increasing 
numbers instead of the conventional ones. However, we won’t scrap 
the conventional ones, nor will we even stop building additional ones 
right away. They will be operated together with the atomic powe!- 
plants and in that way will make the most effective use of the invest- 
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ments already made and the facilities we already have as well as the 
new ones. Obviously if you were faced with scrapping a major hydro- 
plant and building an atomic plant in its place, you would have to 
consider that the investment had already been made in the hydro- 
plant; so all it would take to run the hydroplant would consist of 
supplies and labor amounting to a few tenths of a mill per kilowatt- 
hour. It would hardly be obsolete and would continue to be used 
for a long time. 

Mr. Fogarty. You are not like the fellow in the Navy who thought 
it was foolish to appropriate money to build an atomic powered 
submarine, are you? 

Mr. WessENAUER. I hope not. Of course, some of the reasons for 
building atomic powered submarines may be completely different. | 
assume the economic considerations may be overweighed by the mili- 
tary ones, and I would not pretend to speak to that. 


PRICE OF POWER IN VARIOUS REGIONS 


Mr. Fogarty. Do you have any chart showing the cost of elec- 
tricity per kilowatt-hour in all sections of the country—TVA, the 
Northwest, and the New England States? 

Mr. WesseNAvER. Yes; I have some charts which would show it 
approximately, in terms of what the residential customer pays for 
100 kilowatt-hours. 

Mr. Fogarty. Just tell me what they pay in the Tennessee Valley, 
what they pay in New England, and what they pay in the Northwest. 

Mr. WessENAUER. These are based on some FPC figures for Jan- 
uary 1952. The TVA area residential customer pays $2.50 per 100 
kilowatt-hours; in New England he pays around $4.12—these are 
some averages—in the Northwest, it is $2.39 and in California it is 
$2.96. 

Mr. Fogarty. How is it that the Northwest can produce power 
cheaper than you can in TVA? 

Mr. Wessenaver. I think the answer to that is the Columbia 
River is a marvelous river. 

Mr. Fogarty. Better than the Tennessee? 

Mr. Wessenaurr. Yes, it is better than the Tennessee, in the eyes 
of a hydroelectric engineer. It is larger; you do not have to build 
storage reservoirs to the same degree we do, because the snow provides 
aform of storage reservoir. In Tennessee, probably we had relatively 
more expense in creating a given reservoir, because of the development 
that had already taken place in the areas which the reservoirs occupy. 
That I think is another explanation for it—— 


LOCATION OF ATOMIC PLANTS IN TVA AREA AND NORTHWEST 


_ Mr. Foegarry. Who are the biggest users of electric power in the 
l'ennessee Valley? 

Mr. Wessenaver. The biggest user of electric power in the 
Tennessee Valley is the Federal Government—the Atomic Energy 
Commission. 

Mr. Fogarty. The Atomic Energy Commission itself at Paducah 
and Oak Ridge? 

Mr, Wessenaver. Yes, sir. 
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Mr. Focarry. Is that the reason why the atomic energy plans 
were built in Tennessee—because of the cheap power? 

Mr. Wessenaver. That is the principal reason that has been give) 
in a number of statements by officials of the Atomic Energy Com. 
mission—the Smyth report, ete.—that the availability of power 
determined the location of the plants, although of course, othe; 
factors had to be considered as well. Interestingly enough, reports 
to the contrary are circulated in the press every now and then. 

Mr. Fogarty. What about the places out in Washington wher 
you have some atomic energy installations today? 

Mr. WessENAUER. Yes, sir; there is one at Hanford. 

Mr. Focartry. Was that built there for the same reason? 

Mr. Wessenaver. I am not familiar with the background. They 
buy power from the Bonneville Power Administration. The atomic 
energy plants in the Tennessee Valley area use a great deal more 
power. They use a terrific amount of power for pumping gas and jt 
is a continuous load around the clock with practically no variation at 


all. 


ALUMINUM INDUSTRY IN THE NORTHWEST AND TVA AREA 


Mr. Fogarty. Who are the biggest users of the power produced out 
in that section of the country? : 

Mr. Wressenauer. I imagine the biggest user of power in the North- 
west would be the aluminum industry. 

Mr. Focarry. How does the aluminum industry in the Northwest 
compare with what aluminum industry there is in the Tennessee 
Valley? 

Mr. WessenAver. Well, for awhile, the aluminum industry in the 
Tennessee Valley was larger; but I believe at the present time the 
Northwest has a considerably larger aluminum industry than in the 
Tennessee Valley region. 

Mr. Focarty. Do you know what percentage of the power produced 
in the Northwest goes to the chemical industry, and the aluminum 
industry? 

Mr. Wessenaver. I do not have those figures, sir. I can try to 
get them for you. 

Mr. Fogarty. Will you supply those figures for the record? 

Mr. Wessenave_er. | will try to. 

(The information requested follows:) 

The reports of the Bonneville Power Administration for the fiseal year 1"! 
indicate that 41.8 percent of the kilowatt-hours it sold were delivered to the 
aluminum industry. The percentage of power used by the aluminum industry 
of the total power produced in the Northwest would be smaller. About 9. 
percent of the kilowatt-hours sold by the Bonneville Power Administration wer 
sold to other industries, including chemical! plants. 

Mr. Fogarty. In your section of the country, what part does the 
aluminum industry play in this entire TVA setup? 

Mr. Wessenaver. As I indicated this morning, the Aluminum 
Company of America has some hydroplants located on the Little 
Tennessee River, which supply part of the power they use at thei! 
large reduction plants and rolling mills located at Alcoa, Tenn. 

In addition, the company buys a large block of power from the 
TVA. 
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There is also the Reynolds Metals Co., which has a reduction plant, 
rolling mill, and fabrication plant at Muscle Shoals. 

Mr. Focarty. Do you mean that Reynolds Metals buys electricity 
from you people? 

Mr. WessENAUER. In the Tennessee Valley; that is right, sir. 

Let me give you some figures. For example, for the last calendar 
var 4.1 billion kilowatt-hours went to aluminum of the total power 
putput. 

Mr. Focarry. Of the total of TVA? 

Mr. WESSENAUER. Yes, sir. 

Mr. Fogarty. How much was produced? 

Mr. WessENAUER. Total production of the TVA system for the 
last calendar year was about 38 billion kilowatt-hours, and the alumi- 
num industry used a little over 10 percent of the total. 

Other large users in the valley include, for example, other metals, 
ferroalloys and steel, using about 1.3 billion kilowatt-hours. 

Mr. Focarty. What is the steel producing plant? 

Mr. WessENAUER. They make alloys for steel, and they use about 
13 billion kilowatt-hours a year. 

Mr. Foearty. If that plant, was located in New England, how 
much would that 1.3 billion represent in cost? 

Mr. WessENAUER. Per kilowatt-hour? 

Mr. Fogarty. Yes. 

Mr. WessENAUER. They pay TVA about 4 mills per kilowatt-hour. 

Mr. Fogarty. What would that be, in round figures, for 1.3 billion 
kilowatt-hours? 

Mr. WessENAUER. Approximately $5.2 million. 

Mr. Focarry. If that same plant were located in New England, 
what would they have paid in New England under the power rates 
which exist there at the present time? 

Mr. Wessenav_Er. I would imagine probably twice as much. 

Mr. Fogarty. About twice as much? 

Mr. WeSSENAUER. Yes, sir. 

Mr. Fogarty. The aluminum companies in the Tennessee Valley 
were there before you people were, were they not? 

Mr. WessenaurER. The Aluminum company’s operations wer there 
before 1933. 

Mr. Fogarty. They had their own power-producing facilities at 
that time? 

Mr. WessENAUER. They had some _ power-producing facilities. 
The plant at Aleoa, Tenn., during World War II, both the alumina- 
nducing facilities and their fabricating facilities, were expanded, and 
they called upon us for large quantities of power during the war period. 

Mr. Fogarty. If it were not for TVA we would have been in pretty 
bad shape, would we not, during the last war as far as production of 
war materiel is concerned? 

Mr. Wessenaver. Certainly it is true that much of the TVA power 
goes into the aluminum and metals, the phosphorous and the chemical 
industries which we have in the valley and which are mainly primary 
manufacturing industries and that their production of basic materials 
Was Very important in our national defense during the last war. 

The aluminum, phosphorous, and all of those industries were called 
upon for national defense, and I think it is accurate to say that the 
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aluminum produced in the Tennessee Valley had a lot to do in furnish. 
ing the necessary materials for the war effort. 

Mr. Focarty. I know. I voted for some of those steam planjs 
during those days on that basis, that they were necessary for nationg| 
defense. 

Mr. Wessenaver. Yes, sir. 


IMPORTANCE OF COAL IN POWER COSTS 


Mr. Fogarty. The largest cost in producing power is the coal, js it 
not? Is that the largest single factor in producing power? 

Mr. WesseNAUER. The largest operating factor is the price of 
coal; yes, sir. 

Mr. Focarry. The price of coal? 

Mr. WessENAUER. Yes, sir; the other large factor is, of course, the 
fixed charges on the capital investment. Those two are the primary 
elements. 

Mr. Focarry. However, at the rate you are now going, those fixed 
charges are getting less and less every year; is that right? 

Mr. WessENAvER. Well, the fixed charges on the steam plants are 
somewhat less than the fixed charges on the hydro. Of course, the 
hydro has little operating expense, because no fuel is required. Fuel 
is an increasingly important element. As a matter of fact, our coal 
bill for fiscal year 1956 is estimated at about $75 million. 

Mr. Fogarty. Did I understand you to say that it takes now about 
eight-tenths of a pound of coal to produce 1 kilowatt-hour? 

Mr. WessENAUER. Less than eight-tenths in our newest plants. 

Mr. Fogarty. Is that true in all electric power producing instal- 
lations? 

Mr. Wessenaver. No, sir; the average for the industry is about a 
pound per kilowatt-hour. All large new plants are designed with 
the possibility of low-fuel consumption in mind. The builders of 
most of the large ones seek to get the higher pressures and tempera- 
tures which would make that low unit coal consumption possible. 

Mr. Fogarty. That is why you were able to get that down from 
the other figure which you gave? 

What was that figure? 

Mr. Wessenaver. One and one-third pounds was, I think, the 
national average less than 20 years ago, and I was just pointing oul 
that the modern plants 

Mr. Fogarty. Because of new equipment and new plants, that is 
the main reason why that figure has been brought down; is that 
correct? 

Mr. WressENAUER. Yes, sir. 

Mr. Fogarty. That makes it cheaper in the long run to produce 
power? 

Mr. Wessenaver. Yes, sir. Let me make sure I did not imply 
that that was a technological improvement which TVA brought about; 
it is one which the manufacturers of the equipment brought about. 

Mr. Focarrty. I thought that figure which you gave was significant, 
and I was wondering 8 it has decreased so much in the past few 
years. However, it is because of the new equipment and new facilities 
which have been built. You get more out of the coal than you did 
before? 

Mr. WessENAUER. That is exactly it. 
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PURCHASE OF HIGH-COST POWER 


Mr. Focarty. I believe you made a statement at the beginning 
that during one of your dry seasons when you had let out some of the 
water from some of these reservoirs, you were short and had to buy 
electrical energy and you paid 10 cents per kilowatt-hour for it; is 
that right? 

Mr. WessENAUER. Ten mills, sir. 

Mr. Focarty. I see. How long did that last? How long was that 
shortage? 

Mr. WESSENAUER. Well, it came about in the fall of each of the 
past 3 dry years. 

Mr. Foearty. In the last 3 years, you mean? 

Mr. WessENAUER. The last 3 years have all been exceptionally 
dry. Even more important than the effects of the drought, we had 
the very large demand of the Atomic Energy Commission. You see, 
the Atomic Energy Commission has been able to build its facilities and 
to begin using power much more rapidly than we and others could 
build the generating capacity with which to supply their demand. 
Therefore, they have become ready to take each additional block of 
power earlier than we could be in a position to supply it from the new 
plants which were being built to supply that demand. That meant 
that there was an excess of demand, aggravated by the drought, which 
meant in trying to locate power in order to meet the AEC require- 
ments, we had to pay as much as 10 mills per kilowatt-hour for some 
of the power which was brought in. 

Mr. Fogarty. What do you sell it for? 

Mr. WessenavrER. Well, that cost as high as 10 mills for some of 
the power compares with our average sale price for power in the 
neighborhood of 4 mills per kilowatt-hour. 

Mr. Fogarty. That is the average; is that to the wholesalers and 
distributors? 

Mr. WesseNAUER. Yes, sir; the average to them and to the AEC 
and others. 


PAYMENTS IN LIEU OF STATE AND LOCAL TAXES 


Mr. Cannon. Reference has been made to the question of taxation, 
and that is a very vital consideration, Mr. Chairman. 

Let me say that you, yourself, were here, I think, at the time, and 
certainly I was here, when the TVA act was passed, and you will 
recall, Mr. Chairman, that at that time this question of taxation was 
one of the primary considerations, and every precaution was taken in 
drafting the act to see that neither the Federal Government nor the 
governments of the geographical units in which these facilities operated 
should lose anything by these projects being tax free. 

So, in order to compensate the State or the county or the munici- 
pality involved, after a very careful study prior to the passage of this 
act, and in the discussion of it, I do not recall anything, Mr. Chairman, 
which received more careful, detailed, and exhaustive study than the 
question of compensating the units for the taxation which otherwise 
would be foregone. 

They adopted the payments, of course, in lieu of taxes, and those 
payments were intended to completely compensate the various govern- 
ments for the taxes which otherwise would be foregone. It was 
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impractical, under the circumstances, of course, to make it subject 
to taxation in view of the many phases of it. 

The TVA payments in lieu of taxes are made under a form 
a by the Congress, and that formula was made a part of the 

ct. 

That was contained in section 13 of the TVA Act. It was done 
with the concurrence and approval of the State and local taxins 
bodies. Everyone was consulted, and ultimately there was complet: 
agreement on the part of all taxing authorities. 

The present section 13 was adopted by the Congress in 1940 after 
major transfers of utility properties from private to public owner. 
ship, and extensive consideration with State and local taxing bodies 
preceding the recommendations to the Congress which were adopted 
after committee hearings, and floor debate. 

The matter was gone into very thoroughly, both in the committe 
and on the floor, as you will notice if you go back and read the debate 
at the time. 

Experts in public fiscal policies were consulted, and everyone who 
was in a position to express an authoritative opinion on the tax phase 
of it was brought in. The result was the present formula, under 
which a minimum of 5 percent of TVA gross revenues, exclusive of 
revenues derived from sales to the Federal Government itself, is paid 
to the State and local governments in lieu of taxes. 

So, when people say that this is tax free, of course, they are utterly 
in error, because they do pay enough to fully compensate any loss 
of taxes, and such payment was made under a formula which was 
adopted after everyone who was in a position to speak on the subject 
had been consulted, and had collaborated in this arrangement. 

I would like to say in view of this fact, and this very careful consider- 
ation in the adoption of a formula under which the State and the 
municipalities and the other taxing authorities are reimbursed for the 
full amount to which they would be entitled, that in fiscal year 1953 
TVA paid $3,418,000 in lieu of taxes to the States and counties of its 
service area. 

That was done while the municipalities and cooperative electric 
systems which distribute TVA power, paid $5 million, or a total of 
$8,418,000. 

Then, again, the cost of transmission and distribution per kilowatt- 
hour in the TVA area is only half the average reported for private 
utilities and the proportion of energy lost in transmission and distribi- 
tion is 25 percent less than that reported by private utilities. 

Only one-third as much per kilowatt-hour is spent for custome 
accounting and collecting in the TVA area. The same ratio holds for 
sales promotion expense, while general and administrative expels¢, 
more commonly known as overhead, is only 40 percent as great in the 
TVA area as with the average private company. 

The $8,418,000 to which reference has just been made, the total 
amount paid to the State and local governments in lieu of taxes 
fiscal year 1953, represented 6 percent of the consolidated revenue 
received by the distributors and by TVA, exclusive only of [VAs 
nontaxable revenue from sales to Federal agencies, which of cours 
would not be included. 

Making no allowance for the savings to local governments 4% 
result of low electricity rates, nor the increase in other sources ° 
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taxable wealth resulting from the regionwide application of TVA’s 
low-cost, high-use policy, and that should be a special point: Its 
low-cost, high-use policy—the tax payments the region now enjoys 
appear to be larger than they would have been had private power 
companies continued to serve the people, and followed the national 
average in increased tax payments. That should really be the 
criterion, Mr. Chairman. 


NET EARNINGS FOR THE FEDERAL GOVERNMENT COMPARED WITH 
INCOME TAXES FROM UTILITIES 


Now, taking up the record here, in fiscal year 1953, TVA’s net 
income was low due primarily to a prolonged drought which reduced 
the amount of power which could be produced from low-cost hydro 
sources, While greatly increased loads required the operation of 
high-cost energy sources. 

The amount of net income remaining after allowance for the cost 
of money to the Government was about $5.1 million. All of this 
money belonged to the Federal Government. A private company 
would have paid an income tax of approximately $2.5 million on this 
profit. 

So, you see that the Government and all the taxing units profited 
tremendously by the fact that we pay this money under this formula 
in lieu of taxes. > 

This is not just an instance for 1 time, or 1 year, or for 3 years, but 
it is a record of 20 years. 

Over the full period from TVA’s inception to the present, 1933 to 
1953, the Government earned $235 million on the TVA power invest- 
ment, after paying all operating and maintenance expenses, deprecia- 
tion, and the payments in lieu of State and local taxes discussed above. 
These earnings represent an average annual return of 4.1 percent on 
the Government’s average investment during this 20-year period. 

During the past 20 years, the average cost of money to the Govern- 
ment was about 2 percent, and if that rate of interest had been charged 
on the power investment for the full period, it would have amounted 
to $115 million. The remaining $120 million is the Government’s 
margin over and above all operating and maintenance expenses, the 
depreciation, payments in lieu of State and local taxes, and interest. 

This is 174% percent of all TVA’s gross power revenues of $695 
million for the period. 

For the purpose at hand, we can compare the $120 million developed 
in the above calculation with the income taxes the Government might 
have received from a private utility with the same gross revenues in 
those years. 

The Federal Power Commission reports the income tax payments of 
the Nation’s private electric companies as a percent of their gross 
revenue from power sales. For the last 20 years, income taxes ranged 
from about 3 percent of gross revenue in the early 30’s to 12.9 percent 
m 1952. 

Applying the annual percentages to TVA’s revenue, a typical 
privately owned utility would have paid Federal income taxes of 
about $69 million from $695 million of sales during that period. 

The margin of $120 million which TVA earned, for the Government, 
was $51 million more than that amount. 
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You can see, Mr. Chairman, that any statement or any suggestioy 
that the TVA does not pay taxes is more than met by the fact tha; 
it pays an amount in lieu, which as compared with the record in thp 
past of any private utility payments for taxes, is greatly in favor of 
the Government. 

I would like to ask Mr. Wessenauer if his experience and information 
would confirm these statements? 

Mr. WessENAvER. I believe your remarks were based upon a TVA 
statement, and I think our record would confirm that; ves, sir. 

Mr. Cannon. There is no validity, then, in the suggestion that the 
Government loses a large amount of tax money here? 

Mr. WEsSENAUER. We believe that our earnings are sufficient, a 
the 4 percent, to make that comparison which you have just made. 

Mr. Cannon. Thank you, Mr. Chairman. 


TVA’S AREA OF OPERATIONS 


Mr. Puiuuips. May we go back, Mr. Wessenauer, to point out on 
the map up there on the wall the area of the TVA’s operations. 

Will you indicate on that map the boundary of the areas which were 
described and contemplated at the time the act was first passed on 
May 18, 1933? 

Mr. WessENAUVER. In 1933? 

Mr. Puiuuips. Well, IL have it here. Let me read the first paragraph 
from the preamble following the enactment clause of Public Law 17: 

That for the purpose of maintaining and operating the properties now owned 
by the United States in the vicinity of Muscle Shoals, Ala., in the interest of th: 
national defense and for agricultural and industrial development, and to improve 
navigation in the Tennessee River, and to control the destructive floodwaters in 
the Tennessee River, and the Mississippi River Basins, there is hereby created 
a body corporate by the name of the ‘Tennessee Vailey Authority.” 

Will you point out on that map just exactly what area is circun- 
scribed by that description, because it seems to me that you have on 
your map, as I| look at it, an area of distribution. Am I right, Mr. 
Wessenauer? 

Mr. WEsSENAUER. Yes, sir. 

Mr. Puruuips. Then, will you mark on that map or indicate with 
your pointer on the map, please, the originally contemplated an( 
legal Tennessee Valley area? 

Mr. WessENAVER. Well, sir-——— 

Mr. Puiuurps. That is, for flood control and those things which 
were contemplated in the act. 

Mr. Wessenav_er. I think you will have to read another provision 
of the act in order to get the definition of the area of power dis 
tribution. 

The act speaks with respect to the development of the Tennessee 
drainage basin. Also, in another section. it talks about the distr- 
bution of power being made available within reasonable transmissiol 
distance of the projects built on the Tennessee River. Therefore. 
the act did not define it in metes and bounds. 

Mr. Puiuurres. The act defined it fairly carefully, as the drainage 
area of the Tennessee River, and of the Mississippi River Basins for 
flood control. 





ph 
17: 
ned 
the 
ove 
3 in 
ted 


m- 
on 


Mr. 


ith 
ind 


ich 


100 
‘ 


“iIS- 


See 
tri- 
jon 
re, 


age 
for 


79 


Now, in subsection (j) on page 4 of this copy of the act, it describes 
the various powers following the initial clause, and one of them is as 
follows: 

(j) Shall have power to construct dams, reservoirs, powerhouses, power struc- 
tures, transmission lines, navigation projects and incidental works in the Tennessee 
River and its tributaries, and to unite the various power installations into one or 
more systems by transmission lines— 
and I interpolate which by reference means in the Tennessee River 
Basin. 

Then, the only reference to steam plants is in section 7, and is as 
follows: 

Sec. 7. In order to enable the Corporation to exercise the powers and duties 
vested in it by this Aet—— 

(a) The exclusive use, possession and control of the United States Nitrate 
Plants Numbered 1 and 2, including steam plants, located, respectively, at Shef- 
field, Alabama, and Muscle Shoals, Alabama, together with all real estate and 
buildings connected therewith, all tools and machinery, equipment, accessories, 
and materials belonging thereto and all laboratories and plants used as auxiliaries 
thereto; 

There is a further reference to steam plants, none of which con 
templated steam plants, apparently, at the time other than those 
which had been purchased with the original purchase, because in 
section 10 the act says: 

The Board is hereby empowered and authorized to sell the surplus power not 
used in its operations, and for operation of locks and other works generated by 
it to States, counties, municipalities, corporations, partnerships, or individuals, 
according to the policies hereinafter set forth. 

In other words, it would be very apparent, Mr. Wessenauer, that 
there was a limited area contemplated by the act, and I am asking 
you to point it out on there. 

Mr. WesseENAUER. Well, sir, there was an area of the watershed in 
which we were to develop the multipurpose projects, for the purpose 
of navigation, flood control and the production of power, but the act 
indicated that the distribution of the power was to be made within eco- 
nomical transmission distances of those projects whether within or 
without that area. 

The first customer, for example, was Tupelo, Miss., which was out- 
side the watershed. 

Mr. Puttuips. You are clear in your mind that the production of 
power contemplated in the act was in a limited area, and that merely 
the distribution was permitted to the outside of that area? 

Mr. WesseNAvER. The production of the hydroelectric power. 

Mr. Puttuips. That was all you had the authority to use, those 
and the steam plants which you acquired in your original purchase. 

Mr. Wessenaver. If I may, Mr. Phillips, I would like to refer that 
question to Mr. Swidler, our General Counsel, who can point out to 
you the various provisions of the act which cover the points which 
you are raising. 

Mr. Putuuies. Will you give me the citation on that, Mr. Swidler? 
Mr. Wessenauer has testified that you can go outside of this area of 
the Tennessee Valley in the original authorization for transmission, 
und I quote: “reasonable distances.”’ 

I quote the word “reasonable.” How long a distance is involved. 

Mr. Swipier. It does not quite say that. Let me read the exact 
language as contained in section 11. 
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It is hereby declared to be the policy of the Government so far as practica| to 
distribute and sell the surplus power generated at Muscle Shoals equitably am, hg 
the States, counties and municipalities within transmission distance. 

Mr. Patties. Among the States. Let us stop briefly there. 

To sell the surplus power generated at Muscle Shoals 

Mr. SwipDLer (reading): 

Equitably among the States, counties and municipalities within transmission 
distance. 

Mr. Puitures. What do you call “transmission distance’’? 

Mr. Swipter. That is a mixed engineering and economic determina. 
tion, rather than a legal question. 

Mr. Puixturps. What is “transmission distance,’ 
Shoals, Mr. Swidler? 

Mr. Swipuer. Well, it varies with the quantity of power. 

Mr. Puiiurps. Whatever power you have at that moment in section 
11 is the power generated at Muscle Shoals. So, we will say “how far 
outside could you carry that power?” 

Mr. Swipter. In large quantities, I understand perhaps 200 or 
250 miles. 

Mr. Puitires. How much power is being generated at Muscle 
Shoals? 

Mr. Wessenaver. It has a present hydro capacity of 430,000 
kilowatts. 

Mr. Puiuures. Now, Mr. Swidler, will you continue? 

Mr. Swivter. Yes, sir. There is another reference to transmission 
distance in section 12. 

Mr. Puiuures. That sets up your priorities. 

Mr. Swipter. It provides for the construction of transmission lines 
within transmission distance from the place where generated. 

Mr. Rasaut. Where are you? 

Mr. Swivuer. Page 13 of the act, the pamphlet copy which you 
have. The first sentence is as follows: 

In order to place the Board upon a fair basis for making such contracts, and 
for receiving bids for the sale of such power, it is hereby expressly authorized, 
either by appropriations made by Congress or from funds secured from the sale 
of such power, or from funds secured by the sale of bonds hereafter provided for, 
to construct, lease, purchase or authorize the construction of transmission lines 
within transmission distance from the place where generated, and to interconnec! 
with other systems. 

That bond reference was to a limited issue of bonds under the oli 
section 15. 

So, there is a pretty clear recognition in the statute that the basi 
was not the natural line within which to dispose of the TVA power. 

Mr. Putuurps. The act contemplated a basin or a limited area 
within which this power would be produced. 

Let us not argue for the moment as to whether you have the author 
ity to produce it from steam plants, which I think is a moot questio!, 
and it has been advanced by some extremely able attorneys that the 
act never contemplated the production from steam plants, but all o! 
this act which you are reading has to do with two things: One, the 
transmission of power beyond that area, and you have given me 10 
citation for authority to produce power from steam plants inside o! 
outside of the area. 

Mr. Swipter. I am taking one thing at a time, Mr. Phillips. 
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Mr. Patties. The second thing is that I would suggest to your 
argument, as is customary in a great many of these acts which we 
pass, that this is entirely contingent upon the appropriation of money 
hy the Congress, and I ‘am sure you will agree to that. There is no 
authority except that contingent upon the appropriation of money to 
implement such authority. 

Mr. SwipLer. I do not think that is exactly correct. Section 26 
of our statute provides for utilization of our—— 

Mr. Putturps. You just read me section 12 which says: 

It is hereby expressly authorized, either from appropriations made by the 
Congress, or from funds secured from the sale of such power 
by the TVA, which in turn has been produced, you might say, from 
money authorized by the Congress, or appropriated by the Congress 
initially, but there is no other source of money for you. 

Either you get it from your own sales or from Congress, and the 
extension of transmission lines is specifically contingent upon those 
two things. 

Mr. SwipLer. That would be true if that section stood alone, but 
in section 26, and reading the statute as a whole, it is clear that 
revenues are available for the construction of transmission lines, and 
they have been used for that purpose ever since TVA was created, 
without any question having been raised. 

Mr. Puituips. You mean your own money from the sale of power? 

Vir. SwIDLER. Yes, sir. 

ir. Potties. But, that is authorized in section 12, you see. 

Mr. Swipter. Yes; it is authorized in both sections. 

Mr. Puruuirs. It is just a repetition. However, the point I am 
making at the moment refers to transmission lines. 

Now, point out to me where you can build a steam plant inside 
this basin, and then point out to me where you can go out of the basin 
and build a steam plant under the authorization of the act, or its 
amendments. 

Mr. Swipter. A number of provisions established that, Mr. 
Phillips. You made reference to some of the steam-plant provisions, 
but not all of them. 

Mr. Puiuures. I could not find the one which I was looking for. 

Mr. Swipter. There is one, for example, in section 14. 

Mr. Puiiurps. It is very obvious that the section which I read 
referred to steam plants which we bought, and which were already in 
existence at Muscle Shoals. There is one broader one, and I was 
trying to find it. 

Mr. Swip.er. Section 14 contains one. 

Mr. Puriuips. Suppose we take section 14, and we find that it 
refers to the steam plants specifically, No. 1 being Cove Creek Dam. 

Mr. Swipter. Read the last sentence of the paragraph, sir: 

In like manner, the cost and book balue of any dams, steam plants, or other 


similar improvements hereafter constructed and turned over to said Board for 
the purpose of control and management shall be ascertained and allocated. 


Section 15 states: 
In the construction of any future dam, steam plant, or other facility. 


Mr. Puituips. That is it. 
Mr. Rasavur. What about that language in section 12? 
Mr. Puiuures. I think thet refers to a specific place. 
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It is hereby declared to be the policy of the Government so far as practical) ¢ 
distribute and sell the surplus power generated at Muscle Shoals equitably a) 
the States, counties and municipalities within transmission distance. 


hg 


Mr. Pariuips. Among the States. Let us stop briefly there. 

To sell the surplus power generated at Muscle Shoals—— 

Mr. SwipLer (reading): 

Mauitably among the States, counties and municipalities within transmissj 
distance. 

Mr. Puiuires. What do you call “transmission distance’’? 

Mr. Swipter. That is a mixed engineering and economic determin. 
tion, rather than a legal question. 

Mr. Puitures. What is “transmission distance,”’ from Muse 
Shoals, Mr. Swidler? 

Mr. Swipiter. Well, it varies with the quantity of power. 

Mr. Puitures. Whatever power you have at that moment in sectio, 
11 is the power generated at Muscle Shoals. So, we will say “how fa: 
outside could you carry that power?’ 

Mr. Swipier. In large quantities, I understand perhaps 200 
250 miles. 

Mr. Puitires. How much power is being generated at Muse 
Shoals? 

Mr. Wessenaver. It has a present hydro capacity of 430,00 
kilowatts. 

Mr. Patties. Now, Mr. Swidler, will you continue? 

Mr. Swiputer. Yes, sir. There is another reference to transmissio 
distance in section 12. 

Mr. Puiturps. That sets up your priorities. 


Mr. Swip.er. It provides for the construction of transmission lines 
within transmission distance from the place where generated. 

Mr. RasBautr. Where are you? 

Mr. Swipter. Page 13 of the act, the pamphlet copy which you 
have. The first sentence is as follows: 


In order to place the Board upon a fair basis for making such contracts, a 
for receiving bids for the sale of such power, it is hereby expressly autheri 
either by appropriations made by Congress or from funds secured from th 
of such power, or from funds secured by the sale of bonds hereafter prov 
to construct, lease, purchase or authorize the construction of transmissi: 
Within transmission distance from the place where generated, and to intere 
with other systems. 

That bond reference was to a limited issue of bonds under the 
sec ae 15. 

, there is a pretty clear recognition in the statute that the bas 
was eke the natural line within which to dispose of the TVA powe! 
Mr. Puttuips. The act contemplated a basin or a limited 

within which this power would be produced. 

Let us not argue for the moment as to whether you have the aul! 
ity to produce it from steam plants, which I think is a moot qui 
and it has been advanced by some extremely able attorneys tli att 
act never contemplated the production from steam plants, but 2l! 
this act which you are reading has to do with two things: One, 
transmission of power beyond that area, and you have given me 
citation for authority to produce power from steam plants inst: 
outside of the area 

Mr. Swipter. I am taking one thing at a time, Mr. Phillips. 
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_Putuuips. The second thing is that I would suggest to your 
argument, as is customary In a great many of these acts whic h we 
pass, that this is entirely contingent upon the appropriation of money 
hy the eC ongress, and I am sure you will agree to that. There is no 
authority except that contingent upon the appropriation of money to 
implement such authority. 

\ir. Swrpter. I do not think that is exactly correct. Section 26 

of our statute provides for utilization of our 

\ir. Poiturps. You just read me section 12 which says: 

It is hereby expressly authorized, either from appropriations made by the 

ss, or from funds secured from the sale of such power 
hy the TVA, which in turn has been produced, you might say, from 
2 authorized by the Congress, or appropriated by the Congress 
nitially, but there is no other source of money for you. 

Either you get it from your own sales or from Congress, and the 

xtension of transmission lines is specifically contingent upon those 

two things. 

\ir. SwipLer. That would be true if that section stood alone, but 
ction 26, and reading the statute as a whole, it is clear that 

revenues are available for the construction of transmission lines, and 
they have been used for that purpose ever since TVA was created, 
rithout any question having been raised. 

\Ir. Puittips. You mean vour own money from the sale of power? 

\ir. SwrpLer. Yes, sir. 

PHituips. But, that is authorized in section 12, you see. 

\ir. SwipLer. Yes; it is authorized in both sections. 

Mr. Puituips. It is just a repetition. However, the pomt I am 

making at the moment refers to transmission lines. 

_Now, point out to me where you can build a steam plant inside 

is basin, and then point out to me ies ‘re you can go out of the basin 

we build a steam plant under the authorization of the act, or its 
amendments. 

Mir. Swirpter. A number of provisions established that, Mr. 
iy You made reference to some of the steam-plant provisions, 
not all of them. 

Ir. Poiturps. I could not find the one which I was looking for. 

\ir. SwipLer. There is one, for example, in section 14. 

Puiturps. It is very obvious that the section which I read 
ferred to steam plants which we bought, and which were already in 
existence at Muscle Shoals. There is one broader one, and [ was 
irving to find it. 

\ir. SwipLer. Section 14 contains one. 

\Ir. Paiturps. Suppose we take section 14, and we find that it 

to the steam plants specifically, No. 1 being Cove Creek Dam 

SwipLer. Read the last sentence of the paragraph, sir 
‘manner, the cost and book balue of any dams, steam plants, or oth 
provements hereafter construeted and turned over to said Board 
rpose of control and management shall be ascertained and allocated. 


Section 15 states: 


‘construction of anv future dam, steam plant, or other facility. 
Mr. Pinups. That is it. 
Mr. Rapavr. What ebout thet language in section 12? 
Mr. Pruinurps. | think thet refers to a specific place. 
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Mr. Rasaur. You will find it about halfway down the paragrap| 

Mr. Puiiurps. It says to 
preserve existing distribution facilities and avoid duplication of such facilis 

Mr. Rapaur. It says 
The Board is authorized to advise and cooperate with and assist by ext: 
credit for a period of not exceeding 5 years to States, counties, municipalis 
and nonprofit orcenizations situated within the transmission distance, 

Mr. Paruuips. That is right. In other words, that, again, ref. 
to transmission lines, and you see what I mean. That is correct 

Mr. Rasaur (reading): 

Existing distribution facilities and incidental works, including generating p 
interconnecting transmission lines, acquiring any interest in such facilit 
cidental works, lines 
and so forth. 

Mr. Putuures. I think Mr. Swidler will say we have never activat 
that paragraph, have we? We have never loaned money to a munic- 
ipality to build a generating plant; have we? 

Mr. Swipiter. No, sir; not to build generating plants. We ha 
utilized this paragraph, however. We construe this paragraph, \j 
Phillips, as providing us authority for a period of 5 years to make loa 
of indefinite duration. We treat our authority to make loans und 
this paragraph as no longer existing, but the paragraph does serv: 
make clear what the Congress had in mind in the rest of the statut 

It helps to interpret other sections. 

Mr. Potties. There are only two things at this point whieh I. 
sire to have clarified. They have been discussed, as you well know 
before this committee, for the 9 years that I have been on it, and they 
are: 

(1) Your authority to go outside of the district to build a steai 
plant. Inside of the district, | am not discussing now. 

(2) What limitation vou legally place upon the term ‘reasonal 
distance,” or whatever it is, beyond or outside of the Tennessee Vall 
area that vou can carry a transmission line. 

Mr. Swipter. The distance that you can transmit power is almos' 
unlimited, if you ignore economic considerations. For purposes 0! 
the Tennessee Valley Authority Act, there is a mixed economic a 
engineering question, depending upon business considerations whi 
our Board has made under the light of all the circumstances from tin 
to time. As a practical matter, I think that there is no point ino 
distribution area that is much more than 100 miles from a da! 
except 

Mr. Puiiures. Mr. Rabaut suggests that vou use the pointer. 

Mr. Swipter. The southern part of Mississippi, | think, goes dow 
almost 150 miles, and that part does not fit what I said, and it ts ¢! 
only part, I think, that does not. 

Aside from that, which accounts for relatively a small part of 
load, the Tennessee Valley Authority Board has confined its servi 
area Within limits which are far less than any theoretical limitation th 
engineers might set up. 

Mr. Puiturps. As you know, our subcommittee has found it ver 
difficult to read into the act the right to go outside of the area to bul 
steam plants, whatever the question might be on the inside. We fi 
it very difficult to read into the act the right to build steam plant 
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inside the area, but we, of course, have been appropriating money to 

-ou, under the pressures of war need, and we have placed the Congress 

the position of having actually appropriated money for steam plants 

nside * area Without adequate authorization for doing it, but when 

nes to building steam plants outside the area, there has never 

un definite authority, or there has been a very yo juestion, 

vill put it that way, of the authority to do that. That i aun 

mportant question with your discussion of a plant at Fulton, or a 
t Memphis, and so ‘forth. 

fnet, itis very difficult to find any authorization, no matter what 

= else might have done, for a steam plant located at Fulton 

call vour attention to the fact that section 14 which I think 

aa to me, or which Mr. Rabaut read to me, as we interpret that, 

someone will have to go back longer than I have been in Congress 

tosay why that was not intended to cover further purehase of existing 


Let me read it carefully: 


al 


manner, the cost and book value of any dams, steam plants, or other 
provements hereafter construeted and turned over to — Board for the 

f control and management, shall be ascertained and allocated 

\fr. SwipLer. I think that refers to the fact that at “~ time the act 
passed, there was uncertainty as to just how TVA would proceed 
th construction, and section 17 authorized the Secretary of War, or 
Secretary of the Interior, to do some construction on behalf of 
VA 
\s § \ practical matter, section 17 has been a dead letter, and TVA 
has hi te its own construc oa I think that language only shows 
in the drafting process the reference was in terms of the possi- 
tv that other agencies might do the construction for TVA rather 
TVA doing th 1e work itself. 

PHitures. It is a logical thing, I think, not knowing in 1933 
nab hat the future would hold, and they would have had something like 
Vall hatinit. However, now we come back to the question. Mr. Wesse- 

uer declines, apparently, to point out what the original basin was, 

most d certainly vou cannot take in both the Mississippi River Basin and 

he Tennessee River Basin, and call that the original area. You have 

\lississippi River in there. 

\Ir. SwipLer. I do not know what you mean by the original area. 

Mr Puitires. The one contemplated in the act for the production 
| power. 

\Ir. SwipLer. That is another matter. There is only one Tennes- 

Valley. 

Mr PHILLIPS. How far does that oo? You do not show on the 
ii 

Mr. SwipLer. On the western side of the area, the Valley boundary 
‘in the middle between the Tennessee River and the Mississippi 
Aiver, 

Mr. Puriurps. I think that is an adequate answer, and that is the 
nswer IT was trving to get from Mr. Wessenauer. That is exactly 

ere it ought to be. 

= SwipLeR. But the act never contemplated, in my opinion, 

her that the transmission lines or the service area would be confined 
'o the boundaries of the watershed or that supplementary steam plants 
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would be confined to the Tennessee River, and certainly that would 
make no sense, would it? 

If TVA had the right to transmit power to Memphis, and I do no; 
think there could be any question about it, and if any supplementary 
steam power 

Mr. Puiuures. If it is a “reasonable distance’; assuming 

reasonable.” 

Mr. Swipter. And any supplementary steam power that was 
needed could be produced, to take an example, at half the cost at this 
point on the Mississippi near Memphis, as compared with this point 
on the Tennessee [indicating], to insist that Congress intended t 
require TVA to build the supplementary steam facilities in the uneco- 
nomical location would be to assume an absurdity. 

Mr. Puiturps. I do not think there is an assumption that Congress 
contemplated the building of steam plants at all except those whiel, 
were located right on the river or near the river, but let me carry this; 
step farther on the basis of your own map, which I do not has 
front of me: 

Suppose we say, well, let us take Tulsa. [ will continue « littl 
distance west. 

Suppose we say, having carried the power to Memphis, we the) 
decide that there is a great need for power over at Tulsa, and we ec: 
it over there. According to your theory, if the carryover of : 

Tulsa could be justified under the act, then you could build a 
plant over near Tulsa. 

Mr. Swipter. No, sir. LT hoped I made clear the distinction 
transmission area must be related not to the steam plant but to { 
dams on the Tennessee. 


STEAM PLANTS SUPPLEMENTARY TO HYDRO 


The steam plants are for the purpose of auppRCOnENt Any s 
within the area which is within transmission distance of the d 
that a steam plant would not serve as a point of departure hoe: wl 
TVA could build transmission lines farther away from the dai 

Mr. Puiuuips. Let us ask this, then: We asked this of one « 
engineers, Mr. Wessenauer and Mr. Kampmeier. Including 
contem plated steam plants now what percentage of the pow 

PVA area will be produced by steam plants when vou finis 
present construction without any more authorization? 

Mr. Wessenaver. When the present construction ts coms 
there will be 10 million kilowatts capacity. Approximately 3% 1 
of it hvdro and the remaiming 6% million steam. 

Mr. Pritiuies. Now you see where vou are getting yoursell « 
justification argument. Steam no longer is a leveling off proces: 
unplementing process, firming-up process. You will have 70 p 
of the power created by steam. 

How can you say that that is merely intended to firm 
power or supplement the power? You see what I mean? 

-Is 70 pereent of the power rightly termed a ‘supplementa 
power’? 

Mr. Swipter. Yes, I think so, in the light of the circumstances 
they developed in our area. 

At the time that this area was first established, as the distributio! 
area for TVA power, and it has not changed much in a long, long time 
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there Was every reason to think that a moderate amount of steam 
yower would be adequate to take care of the loads in that area for 
inv vears to come. 
~phenomenal increase which has since occurred in that ares 
cause of 2 wars, and because of the location there of 2 of the greatest 
yower-using facilities in the world, 2 of the 3 greatest power-using 
facilities in the world in all likelihood, has certainly distorted the 
ivinal projections one might have had as to the proportions of 
team power required, 
\lr. Potties. The city of Memphis is not asking for power with 
dea of handling a great industrial war development. It wants the 
ower for domestic use. What has that to do with the industrial 
ts which may have gone into the area for war purposes? 
You cannot include in that the industrial plants that have gone in 
re which have nothing to do with war. 
\s Mr. Fogarty questioned a moment ago regarding the power costs 
\ew England and the power costs in the Tennessee Valley, if vou 
i) subsidize a power area, a power program in any area, you are 
to have the industrial plants going into that area—power, labor, 
t of i cost of labor, climatic conditions, shipping conditions 
ose are the factors which control. 
do not believe vou can Just the expansion of Tennessee Valley 
plants on the grounds of a war or an emergency development, 
vou? 
SWipLeR. Let me put it this way to you, Mr. Phillips: The 
se alone takes a large part of our steam power. It takes more 
-hours than our total hydro system would produce. When 
tal lk about the effect of these AEC loads on steam plant con- 
tion, if we had no Memphis load, if we hadn’t had a single custo- 
before serving AEC, and if we still fully developed our hydro 
which would hardly be the way to develop power for the 
oads —we still would need a lot of steam. 
Points. All right. But vou do not er two-thirds of your 
created by steam in order to take ca AEC? 
Swipter. No, but there would be much ys need if it were not 
Poittips. And when you talk about building an additional 
Fulton to take care largely of Memphis, vou are not talking 
taking care of AEC 
SWIpLER. The relationship between steam and hydro powell 
of an engineering than a legal question. | had better ask Mr. 
nauer to answer that one. 
Wrssenaver. | would anser that question this way, Mr 
A large part of TVA’s steam capacity was designed and 
land authorized by the Congress as a national defense require- 
ind you have in the neighborhood of 315 million kilowatts of 
un power authorized for that purpose, with less than 3 million 
s of TVA steam power for all other purposes. 
of the remaining power requirements on the system, large 
ties of round-the-clock power, like that required for AEC, is 
d for the industries like aluminum and chemicals. They too 
‘losely related to the national defense. When you add those to 
im power for AEC, you find we do not have as much steam for the 
ming up of the hydro as the system should have. 
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Mr. Puitures. That is a matter of opinion. What we are trying; 
get are facts. The basic one was the legal authority to build a stegy 
plant outside of the area contemplated in the original act. 

[ am not sure that vou have given me a clear definition. 

Mr. Swipuer. I had not quite finished, Mr. Phillips. 

Mr. Putiures. All right. 


TVA STEAM PLANTS OUTSIDE THE TENNESSEE WATERSHED 


Mr. Swipter. Your reference to Fulton indicates that vou may | 
under the impression that Fulton is the first steam plant which TYV4 
has proposed which is outside of the Tennessee Valley drainage ar 

Mr. Voce. Trace that area. 

Mr. Swipter. All right, sir [indicates area with pointer]. 

Just above this area is the Cumberland drainage area. 

Mr. Puitures. It would be helpful to have that traced because thy 
has been a question before the committee each vear. IT think this yea 
Mr. Wessenauer will admit that in this map he has spread out a lit 
farther to the west than in any previous vear. Am [ right? 

Mr. Wessenaver. We have shown the entire power service area 0 
the map. | believe this may be the first time we have done it. 

Mer. Puintures. That is confusing. 

Mr. Wessenavrer. The point Mr. Swidler was making is that bot 
the Shawnee and Gallatin plants are outside the drainage basin of t! 
‘Tennessee Valley. 

Mir. Swipter. One is on the Ohio River and the other on 

umberland River. 

Mr. Potties. In section 17, that section does refer to a speci 
place, the Cove Creek Dam, the hydro on the Cove Creek Dam. 

Mir. Swipter. That is right. 

Mer. Putuittes. We eannot take that as a general authority to 
outside the area to build a steam plant. 

Mr. Swipter. I wasn’t citing it for that purpose. I cited it | 
explain the reference to dams constructed and turned over to TVA 

Mr. Putuirps. You still have a — as to whether thos 
were justified or not justified; were they really authorized by 
Congress under the pressures of war. The buihdine of those plai 
and the appropriation of money, without raising the legal questi 
under war premises, does not justify building a plant down at Fult 
under the conditions which surround the situation there now. 
Mr. Wessenauer’s testimony just now he states that at least a t! 
of the power, talking about the 10 million-plus kilowatts, a third 
that is not hydro and it is not contemplated to firm up or to be | 
for war or emergency installations. 

It is a severe thing to ask us to accept a third of the power 
firming-up power. That is necessarily, then, being used, or at tea 
part of it is being used, for purposes which have nothing to do wi! 
war, nothing to do with firming-up the power. It is very diffieu 
indeed, to relate that to a new argument in justifying a steam pla 
down at Fulton. 

Mr. Swipter. It seems to me, putting the legal question aside, 
is much easier for Congress to justify a plant at the most economi: 
location that in an uneconomical location. 

If the TVA Board should come in here and say that in order ( 
supply our loads we want to put a plant at a point where it woul! 





lot of Government money, I don’t think you gentlemen 
he vers enthusiastic about it 
PHILLIPS. I think the assumption would be that TVA should 
any plant at either place. [ didn’t intend to ignore the legal 
I am trving to get a citation from you as to the authorit 
putting a plant completely outside the area, at the projectec 
ee, Fulton. 
SWIDLER. That IS 2 point which has heen raised in litigation 
year NL. Jopas raised the question | know the re ai SOTTLE 
rs who take an opposite Viewpoint on it 
| cited him a case last vear. Since that time 
\Ir. Potiurps. Was that in the record last year? 
\ir. SwipLer. Yes, it was 
\ir. Ranaut. | note here that the Shawnee steam plant im 1954 
ed $22,670,998 and thev are scheduled m 1955 for $23,496,000 
re, and Gallatin steam plant is authorized $17 million plus in 1954 
nd $28 million for 1955. 
These were done by the committee which had this before 
\ir. Puinurps. That is correct 
\lr R ABAUT. Both are outside the boundary of the watershed 
\ir. Priturps. That is correct. 
Mr. Ranaut. It seems if it was done at that time it might be 


rocated that it was done because of the pressure of hostilities and 

nes of that tvpe, but, on the other hand, when we realize, in the 
sume breath, that we are using now all of the power except the steam 
wer for atomic energy 

\lv. Poiturps. We are not. That is the point. We will sav we 


all the hydro power, and we are using half of the steam powe1 
ch leaves us still three and a half million kilowatts 
Mr. Ranaur. The point I make is that we are using all of it. If 
don’t want to augment this with a further steam plant tf it seems 
ecessarv under the advice of those running the place, then are we 
to expose ourselves to depending upon privat mdustry 1Ol 
ustance, for this very necessity of the Government? That is the point 
lam trving to make. J think that is the argument 
Puituips. That is the argument, because vou insert in thet 
Rabaut, a question of the necessity of the Government Actually 
ere is no necessity of the Government involved in this 
Mr. Ranaur. You see, this is so related to our new source of powet 
Discussion off the record. 
Mr. Putuuies. Do vou want to go into the citation? Some day | 
suspect we should give authority to somebody to stop this argument 
arrving it to the Supreme Court, to test the case, because I don’t 
tow how else we will slop the argument. 
Mir. SwipLer. | have here an opinion of a three-judge Federal 
urt recently handed down in the case of Rainbow Realty Co. 
igainst Tennessee Valley Authority. 
Mi Puitties. Wasn't that the one we used last vear? 
\Ir. SwipLer. No, sir. 
Mr. Patties. This is a new one? 
Mr. Swipter. Yes, sir. 
pM Mr. Rapaur. Let us hear it. 
Mr. Swipter. It was decided only last August. 


Her : Mr. Pumps. Will you identify the court? 
would 
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Mr. Swipter. Three-judge district court, Middle District of T 
nessee. 

Mr. Putuuirs. Is it concluded or on appeal? 

Mr. Swipter. The case has been finally concluded. It was fips 
heard on the constitutional question, and went back to the distri« 
court for hearing on the question of the value of the property 

Mr. Patties. How did it get back? 

Mr. Swiputer. There were really two cases, one a condemnat 
action by TVA, and the other to enjoin TVA from condemning. Thy 
is the injunction case. 

Mr. Puriures. All right. 

Mr. Swipter. The injunction was denied, and the injunction cas 
was dismissed. 

Mr. Putuuies. On grounds of lack of constitutionality? 

Mr. Swipter. On the ground among others that the plaintiff failed 
to make a cese on constitutional grounds. Gallatin steam plent was 
one of the steam plants involved in the case. The condemnatio; 
action hes been settled by agreement. 

The case is reported in 124 Federal Supplement, page 436. 

Mr. Rasaur. Do you want that in the record? 

Mr. Swipter. It relates to the issue we are talking about. 

Mr. Ranaut. Without objection let us insert this in the record 

(The document referred to is as follows:) 


Unirep States District Court, Mippie District or TENNESSEE, Nasuy 
DivIsIoN 


No. 1851—Ctvin 


Rainnow Rerarry Company, PLAINntTirF, v. TENNESSEE VALLEY AUTH 
DEFENDANT 


Before Martin, circuit judge; Darr and Davies, district judges 

Per curiam. In cause No. 1874, the United States, upon relation of 
the use of the Tennessee Valley Authority, filed on May 24, 1954, 
for taking, by right of eminent domain, certain deseribed lands in 
County, Tenn., owned in fee simple by the Rainbow Realty Co., a corporat 
The purpose of the pleading was to condemn an easement and right-of-wa 
the use of TVA in constructing and maintaining electric power trans 
lines. The authority for the taking was declared to be found in the T 
Valley Authority Act of 1933, 48 Stat. 58, as amended. 16 U.S. C. A 
831, et seq. (1946). 

On the following day, the United States district judge, pursuant to appropriat 
authority vested in the court, signed an order directing that the Tenness 
Valley Authority, as agent of the United States, be put into immediate possess 
of the property sought to be condemned, to the extent necessary to per! 
TVA to carry out its proposed operations. This order was set aside on Ju 
1954, on motion of the Rainbow Realty Co., on the ground that the order ! 
been entered without notice to the realty company and prior to its filing ol 
answer challenging the legal right of TVA to condemn the land described 

On June 14, 1954, the plaintiff filed a motion to reinstate the order of pos 
sion and, simultaneously. filed objections to certain interrogatories propound 
by the defendant landowner. Supporting affidavits were filed by the Gover 
At the same time, the plaintiff also filed motions to strike portions of the a 
and, on July 1, 1954, filed objection to supplemental interrogatories propou! 
by the defendant Rainbow Realty Co. 

On April 22, 1954, Rainbow Realty Co. had filed in this court a comp!ain! 
this action, No. 1851, entit'ed Rainbow Realty Company v. Tennessee Va 
Authority, wherein declaratory judgment and injunctive relief were sought age 
the institution of condemnation proceedings to take any part of the land of ' 
plaintiff for the proposed transmission lines. The landowner’s complaint pra 
for a permanent injunction but did not contain a prayer for a temporary 
junction or restraining order, nor did plaintiff otherwise apply for such relict. 

In cause No. 1874 (the condemnation proceedings), Rainbow Realty Co 
its answer, raised essentially the same issues of lack of constitutional or statute! 
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for the taking, for the use of TVA, of its land as it presents in the instant 


ich as the Rainbow Realty Co., in this ease (No. 1851), seeks an injune- 
nst condennation proceedings for the taking of any of its land for the 
! transmission lines upon the ground wrong others that if the Tennes 
Authority is authorized by law to take by eminent domain any of its 
r the proposed transrission lines the law under which it acts is inconsti- 
ind void to the extent that such taking is authorized, the distriet judge 
\liddie District of Tennessee properly caused to be constituted a 3-judge 
s required by law; and such court has asser bled and has heard attorneys 
espective parties argue the case ora'ly and has considered both the 
ipp'emental briefs and the p'eadings and record in the cause 
rVA filed a motion to dismiss the original complaint; and, on June 
nbow Realty Co. filed an amended comp!aint 1 Ju , 1954 
Valley Authority filed a motion to dismiss mer 
otion to strike materia portions of it On tl 
to supp!emental interrogatories served upon 
tv Co 
irs from the complaint that the land to be 
ed for the purpose of constructing transmi 
to Nashville: defendant TVA having 
to Nashville Electric Serviee (a 1 
he laws of Tennessee This pu | 
Nashville and i 
] 


the plaintiff realty company hat por 


is in the beginning predominantly | roelect rit 


d to residents of 


mstruction of many steam-generating plaints to a pred 


ati 
vstem, and that TVA lacks statutory or constitutic 
mand operation of such a svstem or for the constructi 
narketing the output of such system. 


Rainbow Realty ('o. contends further that the eonstruetion of trans 


lines across its property would be violative of zoning restrictions set ip 
‘ + 


Davidson County Court pursuant to chapter 473 of the Private Acts 


e, 1989, as amended The company adcs the contention that 


} 


remedy in the condemnation proceeding, for th 


eP renson that 


10 possession may pass to the condemnor 
nal judgment as to the amount of compensator 
entitled if the taking were lawful.” 
elaborately stated by the Rainbe 

tinted authority “to go into the 

steam merely because TVA mi 
-entire requirem ‘nts of the territory 


+ 


rements of industrial customers 
<avs that “if the Tennessee 
to authorize TVA to go into the pow 
am power (other than as incidental 
said act is uneonstitutional and void.” 
PV A's generating capacity became insu 
lirements of the territory in which it Was operat’ng 
e solution was (and is) for TVA to cut off customers othe 
and if this did not solve the problem, to withdraw 
‘an legally and adequately serve.”? We deem it 
ade by plaintiff, for the reason that they would seem to | 
irguments which have been summarized 
nk that the maior contentions of the Rainbow Realty Co 
iv the highest court We therefore deem it unnecessary 
restatement of settled law, but consider it sufficient t 


O cite 


isions—-with occasional quotation therefrom vhiel 


vers that have heen vested in the Tennessee Valley Au 
In our judgment, these authorities, considered tog 
adduced bv plaintiff in the instant controversy 
vell known, TVA was created in 1933, 48 Stat. 58, 16 1 
seq. The broad powers vested in the Tennessee Vailev Authority 
pointed out by the Supreme Court in United States, ec rel Ter 
Authority Vv. Welch (8327 U. S. 546, 553). There. the Supreme Cou 
that the common law rule requiring a strict construction of powers to 
was not applicable because of the specifie provision contained in section 
the act shall be “liberally construed to carry out the purposes of Congress 
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* 


to provide * for the national defense, improve navigation, control dest; 
floods, and promote commerce and the general welfare.’ It was held further ; 
in construing the act, the court should not break one inseparable transact io; 
separate units but should view the entire transaction as a single integrated 
on the part of TVA to perform its funetions. The Supreme Court said 
broad responsibilities placed on the Authority relate to navigability, flood eon, 
reforestration, marginal lands, and agricultural and industrial developme 


whole Tennessee Valley. The TVA was empowered to make contracts, } 
! } 


and sell property deemed necessary or convenient in the transaction of its} 
ness, and to build dams, reservoirs, transmission lines, powerhouses and 
structures. * * * To discharge its responsibilities the TVA was granted 
powers as may be necessary or appropriate’ for their exercise. Section 4 (] 


act gives the TV.A the very broad power to ‘exercise the right of emir 
main * * *”  Seetion 4 (i) of the aet empowers the Authority to conden 
specified types of property and coneludes by referring to “all propert 
[the Authority] deems necessary for car 
To make clear bevond ails doubt the — 
authorized the Authority to file procee 


acquisition by condemnation of any lands, easements, or rights-of-way 


rving out the purposes of this act 
VA’s broad power, Congress in s 
lings, such as the ones before 
the opinion of the Corporation, are necessary to carry out the provisions 
act.’ All these provisions show a clear congressional purpose to grant 


‘ 


thority all the power needed to aequire lands by purchase or by cond 
which it deems necessary for carrving out the act’s purpose.’’ 

As was stated in United States, ex rel. Tennessee Valley Authority, v. Pu 
(105 F. Supp. 534, 5385 (W. D., Ky.)), by the writer of this per curia 
sitting by designation in the United States District Court for the Western Dist 
of Kentucky: “It appears that the purpose of these actions is to acquire easen 
and rights-of-way for a portion of the transmission line to run, when complet 
from Kentucky Dam to Shawnee steam plant. It would seem that num 
sections of the Tennessee Valley Authority Aet, considered together, mak 
clear beyond eavil that TVA has the essential authority to acquire the easen 
and rights-of-way in question. See sections + (f), (g), (i), (j); section 10, sect 
11, section 12, section 12a, section 14, section 15, section 22, section 25 
section 31. Section 12 of the act (48 Stat. 58, 19383, as amended, title 16, s 
S31, et seq.), expressly authorizes the construction of transmission lines ‘\ 
transmission distance from the place where generated,’ and to interconnect 
other systems. There is undoubtedly statutory authority in the TVA A 
granted in section 4, for the construction of the Shawnee steam plant. ’ 
mere reading of t' ec statute is convincing as to this. See also sections 14 ar 
of the act.’””, The Welch case (327 U.S. 546, supra), was cited as authority; 
it was asserted by the writer that the condemnation of easements which T 
considered necessary for the construction of transmission lines is authoriz 
the express provisions of the act cited in the opinion. The same conclusir 
drawn in the circumstances of the ease at bar. 

Appropriation acts of Congress have provided funds for eight major steam p 
now constructed or in process of construction by TVA: (54 Stat. 781), cov 
Watts Bar steam plant; (53 Stat. 76, 80), covering Johnsonville; (64 Stat. 37 
covering Widows Creek; (64 Stat. 1223, 1229), covering Kingston and 3S 
steam plants; (65 Stat. 268, 280), covering Colbert; and (66 Stat. 637, 64 
covering the Gallatin and John Sevier steam plants. These repeated co! 
sional appropriations indicate clearly the interpretation by Congress ol 
TVA Act to authorize construction of steam plants. Reasoning by analogy 
principle would seem to have been recognized by the United States 
Appeals of this cireuit in Tennessee Valley Authority v. Kinzer (142 F. 

837 (C. A. 6) 

There can now be no doubt that there is plainly both constitutional a 
tory authority for the acquisition by TVA, by eminent domain, of easem: 
rights-of-way for the erection of transmission lines to carry hydroclectrii 
As has been shown, the Congress has lawfully appropriated money for the co 
tion of standby or firming-up steam plants as auxiliary to hvdroelectrl 
plants. Transmission lines ser ing Nashville, Tenn., whieh will include t! 
be erected across the property of the Rainbow Realty Co., are part of a sing 
grated svstem of transmission connecting all the hvdroeleetrie power pla 
TVA together with its steam plants and points of intersection with other 
svstems. All these lines, including those over the property of plaintill 
transmit some hvdroelectrie energy. We think it clear under principles 
ciated in a connected series of Supreme Court opinions that the constr! 
these transmission lines cannot be held unconstitutional merely because sic 
carry steam-generated electricity in addition to hydroelectric power. Nor 
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Mr. Vocet. The point has been made that the hydropowe 
enough to take care of the Atomic Energy Commission. The implica. 
tion is that that is going to the Atomic Energy Commission and ¢) 
there is a margin over and above that necessary for suppl) 
Atomic Energy Commission. 

Mr. Paruuies. It all goes into a common grid. 

Mr. Vocret. That is true; but | would like to point out 
vantageous price of the power derived from hydro sources primar! 
goes to the original contract users and we are presently purchasin 
high price power on an interim basis for AEC, so it is not divic, 
just the way it would be indicated. 


POWER PURCHASED FROM OTHER SYSTEMS 


Mr. Putuuies. Last vear vou said you purchased about 14 perce 
of your power outside. How much have you purchased in thy 
vening year? Last vear you testified 1t was 14 percent. How 
are vou now buying from private utilities? 

Mir. Wessenaver. At the present moment not very much 

Mr. Voce. We have a good water condition now. 

Mir. Patties. What is not very much? We deal in figu: 
not generalities. 

Mr. Wessknauer. It is practically zero, sir. I will supply s 
figures. 

Mr. Puivurps. Last year it was 14 percent, am I right? 

Mr. Wessenaver. I will check the figure. 

Mr. Raspaur. Insert it in the record. 

(The information requested is as follows:) 


Portion of system power obtained from other power systems 


Fiscal vear 
1953 
1954 
1°55 (estimated) 
1956 


April 1055 


Mr. Paituipes. Do you do it by calendar or fiscal year? 

Mr. Wessenavurer. Generally fiscal, sir. 

Mr. Puiuures. Give us the last 2 years and what you contemp! 
for next year if vou know. 


AREAS OF OPERATION 


Now back to the citation. 

Mr. Swipter. The two principal statutory references are s 
4 (i) and 4 (j), both of which you referred to. 

| would like to read them. 

Section 4 (i) provides that TVA 
shall have power to acquire real estate for the construction of dams, 1 
transmission lines, powerhouses, and other structures, and navigation 
at any point along the Tennessee River 

Mr. Pururies. That is on the Tennessee River? 

Mr. Swipter. No, sir. Navigation projects are limited 
Tennessee River. There is no limitation on the location of th 
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Puitties. That is the first time that has been presented to us. 
first part of that sentence has no reference to the Tennessee 
You are contending now that the phrase beginning ‘and 
igation projects at any point on the Tennessee River” is self- 
ing, that the first part of the paragraph that they shall have 
power to ac quire real estate, dams, reservoirs, transmission lines, 
werhouses, and other structures has no geographic limitation? 

\lr. SwipLerR. Not in this section. That is my point. 

\ir. Potturps. Go ahead. 

\ir. SwipLer. That interpretation becomes clear from the inclusion 

the words “transmission lines’ in this enumeration of items which 
may be constructe dl by TVA. If the limitation were to the Tennessee 

r Basin, then TVA would have no authority to build transmission 

Hes oul of the Tennessee River Basin. 

Mr. Pritties. You said you had another portion there 

\fr. SwipLerR. Construing the language strictly, it doesn’t even 

ennessee River Basin.” It says “Tennessee River.’ 

\fvr. Puitirps. That is correct. 

\lr. SwipLter. And clearly “transmission lines’? weren’t to be 
mited to the Tennessee River, so that the reference to the Tennessee 
River must clearly be limited, to make sense, to the navigation projects. 

\lr. Putuires. Read that in conjunction with “(j)’’, following the 

wicolon on the fourth line of page 5, and 

ave the power to acquire and construct powerhouses, power structure 
sion lines, navigation projects, and incidental works in the Tennessee 
rand its tributaries 

\lr. SwipLer. That is right. In my opinion the incidental works 

fer to the navigation projects. They couldn’t refer to the trans- 
MISSION lines. 

Mr. Prinurps. I have a feeling, as I said, that eventually we would 
do ourselves a favor if we would permit this case to be taken to the 
Supreme Court. This interpretation is new to me. Certainly when 
vou translate “incidental works in the Tennessee River and _ its 
tributaries’ as meaning only navigation projects, I find it difficult to 
cept that on page 5, although I might have to study carefully your 
nterpretation of page 4. 

Mr. Swipter. The punctuation is a little clearer in paragre aph 4 4 (1). 

Mr. Patties. The interpretation on page 5 comes only by impli- 
ation from the interpretation on page 4. 

Mr. Swipter. And from the sense. 

Mr. Puttures. Thank you very much. 

Mr. Jensen. The purpose of the TVA Act was mainly for flood 
control and navigation, power being incidental to the main purpose 
for the building of TVA. 

Mr. Prituies. Power wasn’t even mentioned. 

Mr. Jensen. I realize it was not. That was the assumption. 

Now, then, from what I have just heard here you would gather 

iat flood control and navigation were incidental to power when it is 

| the opposite. 

Mr. Puitiips. Were vou here this morning when the chairman 

“What we are interested in is power’’? 
JeNSEN. Sure | was here. I wish he were here now, because if 
wre going to follow the purpose of the aet and do our duty as 
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representatives of the people, we must absolutely follow the intent o/ 
the law. 

We are certainly not primarily interested in power because ¢] 
law that created the TVA Act says that the project is for the purpos: 
of flood control and navigation. 

All we hear so far is the fact that they are trying to put this whol 
project on the premise that we have to take power as the first essentig 

We are gett Ing along way off base, as I see it, gentlemen. 

Mr. Rasaur. Any other questions? 

Mr. Putuups. This is a good stopping place. 

Mr. Rasaur. We will adjourn now until 10 o'clock tomorro 
morning. 

Turespay, May 24, 1955 


Mr. Ranaut. The committee will come to order. 

At the time of our recess yesterday afternoon, Mr. Phillips was 
conducting his examination of the witnesses 

Mr. Phillips, you may proceed with your inte rrogation. 

Mr. Puuirs. Mr. Chairman, I had, I think, concluded Yesterd: 
afternoon the questions about the legal authority of the Tennesse 
Valley Authority to engage in both the transmission and the generatior 
of power outside of the original territory, but I wanted to ask Genera 
Vogel a general question: 

General Vogel, you heard this discussion all day yesterday. 

General VoGrEL. Yes, sir. 

Mr. Puiturps. We had a discussion at some length, and you heard 
the statement made that what TVA was interested in was power. 


OBJECTIVES OF TVA 


You have read the act pretty thoroughly, and I did not know 
whether you want to be given the opportunity to make any statemer 
as to the objectives of the TVA, both originally and at the present time 

General Voce. Well, I think, sir, that I covered that in son 
detail in my opening statement where I pointed out that the act 
known as the Tennessee Valley Act, was devised primarily for th 
improvement of navigation on the Tennessee River, and to con 
the destructive floodwaters in the Tennessee River, and the Mississip 
River Basins. 

In addition to that, of course, there were provisions in the act to 
the manufacture and development of fertilizers at Wilson Dam, ai 
also for the incidental production of power. 

Now, that is referred to specifically in the act in section 10, wher 
it is stated that the Board is hereby empowered and authorized to se’ 
the surplus power not used in its operations, and for operation | 
locks and other works, generated by it, to States, counties, municipal: 
ities, corporations, partnerships, or industries, according to the policies 
herein set forth. 

Then, there are provisions whereby the Board is authorized to ente! 
into contracts for the sale of that power. 

Does that answer your question, sir? 

Mr. Puinurps. Yes; I think it does, because you have mentione' 


both the words which have been mentioned so many times in this 


M 


NOU 
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som before the subcommittees which previously considered the 
appropriation. Those words are “‘incidental’’ and “surplus. " 


There is one point which I would like some information on regarding 
Jood control. 

One of the basie reasons for creating the Tennessee Valley Authority 
vas for lood-control purposes. 

This has never been explored completely, I believe, in this committee 
fore. but if IT remember the figure correctly, something like 464,000 
ares of land have been put under water in the Tennessee Valley in 
he flood-control project. 

General VoceL. Mr. Phillips, I would have to refer to the exact 
statistics on that, sir. 

\{r, Poituies. Does anyone know offhand what the figure would be? 

ould be at least, I think, the figure which I have in my mind, and 

entirely from memory, 464,000 acres. My point is that the 

testimony indicated that about 70 percent, or ubout 325.000 

res. would have been the maximum number of acres under water 

the basis of the lifetime history of the river by flooding. In other 

vords, We have put under water approximately some 464,000 acres in 
order to save 325,000 acres. 

What is wrong with the figures, or what is wrong with our philosophy ? 

General Voge. Well, I do not know what is wrong with the figures, 
fanything, sir. Il would have to refer to the data on that. 

The philosophy, I think, is that in accomplishing flood control, we 
have also, in the Tennessee Valley, accomplished a number of other 


The principal purpose of the act, being as I have indicated, to 
_ navigation on the river, and as a result of the damming of the 
_there has been created an 11-foot channel from Padueah for 
upproximately 650 miles to the vicinity of Nashville. 
know So, that there has been more gained than merely flood control. 
‘ment The other residual benefits, of course, have been also mentioned 
time. BRduring the hearing just previously. 
Mr. Puttures. However, the residual benefits must be important 
enough to justify the elimination of the difference between 325,000 
eres and 464,000 aeres, which is 135,000 acres of good agricultural 
land, and I think the residual benefit must be more than recreation 
and such. 
General Vocret. Well, of course, recreational benefits are not figured 
rein the computation, nor are benefits to fish and wildlife. 1 might 
point out, however, that as a result of developing the lakes of the 
river, there have been very definite benefits in the nature of assured 


where HBvater supply for industry and, of course, for the lakeshore properties, 
to sell Hand the farming lands adjacent have become more valuable. 

ON | 

e1pal- SALE OF POWER TO INDUSTRY 

olicies 


Mr. Pattiips. When vou mention industry, vou bring me to my 
enter MBext Question, and | think this is a direct quotation from Mr. Wessen- 
er, and I think, Mr. Wessenauer, you will recognize it: 
he TVA does not retail power. 
len, you spoke of 150 members in the system, and you also used 
word “partnership.” 
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I am under the impression very clearly that you sell direct to jy. 
dustries. 

Mr. Wessenaver. To the large power-using industries; yes, 
that is true. , 

Mr. Puruies. What is that but retailing, and what percentage js 
involved? . 

General Voce. It depends upon what you call it, sir. 

Mr. Puriurps. What percentage of vour power goes direct to indus. 
trial plants and not through a community or through an REA or 
any distribution system other than your own? 

General VoceL. Mr. Wessenauer can answer that more properly 

Mr. Puiturps. What is the figure on that, Mr. Wessenauer. 

Mr. WessenaAver. In al year 1954, we supplied oe Nh 
16 percent directly to a few large industries; in other words, | 
take power in large, wholesale blocks. 

Mr. PHILuies. Why do you not consider that retailing power? 

General Vocet. If you consider retailing as a sale ‘direct to th 
consumer, of course it is, but it is sold in such blocks that really ¢ 
power is in wholesale quantities as sold. 

(Discussion off the record.) 

Mr Rapsautr. What was the wholesale price? 

Mr. Wressenaver. Perhaps I can explain it. I did not mean 1 
leave the impression, sir, that we did not serve some industries direct 
ly. I was trying in my statement yesterday to point out that th 
bulk of the homes, farms, and industries of the region are served 
through these local distribution agencies. I may have been in error 
in not making this distinction yesterday. 

We do sell power to about a score of these large industrial concerns, 
at prices that compare with the prices which the local distribution 
agencies sell to industry. 

Mr. Paitires. When you use the word ‘compare,’ you mean aa 
are higher, but not at prices whic h the retail agency resells t 
power to the individual consumer? 

Mr. Wessenavuer. Yes; We use the same rate schedule for sales to 
these large industries that the retailer would in selling to its customers 


sir 


SALES OF POWER TO PUBLIC AGENCIES 


Mr. Puruires. We now come to the word “partnership.” This 
brings us back, Mr. Wessenauer, and the general was not here, but 
General, I call your attention to the argument which was extended, 
about 2 years ago, to what you call a partnership. 

When the TVA sells its electric current to a community, it requires 
from the community a contract that it will buy no power from anyone 
else. It further requires a contract, and insists in the contract ‘that 
the community will sell the power to the ultimate consumer at a price 
fixed by the TVA. 

Do you call that a partnership? 

General Vocrx. Well, in my opinion it is not a partnership, althoug! 
that word is frequently a little loosely used. 

Mr. Putuurps. I would call it the most definite monopoly that | 
know of today, outside of a dictatorship. 

What would vou call it? 


Gen 
Mr, 


“party 


Gen 


8 anot 
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General Voceu. Well, I would call it a relationship existing as 
tween a Wholesaler and retailer of power under circumstances 
whieh have been laid down by law and by the purveyors. 

\lr. Putuuies. As the record will show, several vears ago members 

this subcommittee pointed out that, during the depression years, 

were, and still are, many smaller communities in parts of Arkan- 
si | Missouri, and other parts of the United States, which sell the 
power oie ich they pure ‘hase from such agencies as the Southwestern 
Power Administration at a slight profit, and in that way they support 
their conentenant and set aside money for schools or recreation, and 
n the depression vears many of the small communities carried them- 

Ives - communities in areas where there were tax limitations in 
he law —by selling the power, and it has never been clear to me why 
he TVA thinks it has the right to establish so firm a monopoly that 
it can control the price at which the power is retailed. 

Could vou explain that? 

General Voceu. I believe that is referred to in the law. I believe 
there is a provision in the act, but I might have a little difficulty 
finding it quickly. 

\lr. Swipter. It is contained in the third proviso in section 10. 

Mr. Puiturps. Let us ask the attorney if it is correct to call it a 
proy islon? 

. Woul | you not call it an interpretation? 

Mr. SwipLer. Itis a rather clear provision, Mr. Phillips, and I will 
read it to ) you. 

\[r. Puitures. It is contained in section 10? 


\Ir. SwipLer. It is contained in the third proviso of section 10, and 
eads as follows: 


ed further, That the Board is authorized to include in any contract for 
sale of power such terms and conditions, including resale rate schedules, and 
provide for such rules and regulations as in its judgment may be necessary or 

irable for carrying out the purposes of this Act * * * 

Mr. Poiturps. I think I am mistaken in calling it an interpretation, 
but | will call your attention to the fact that it is not a mandatory 
PrOVISION, 

General Vocen. I think that is correct, sit 

Mr. Putuiips. Well, it has troubled me ever since I have been hear- 
ng this budget. 


but | would think it would trouble the communities of Tennessee. | 
nded think the reeord will show that before you arrived, General, TVA 
had to sue one of the communities in order to keep it in line. 


Am I right? 
oid General Vocren. Yes, sir; I believe you are. 
1yone \ _p 

ae Ir. Purturpes. That, still, you think, is a partnership? 

tha 0 

pric eneral VocrL. Well, again, you are using that word loosely. 

Mr. Puitiips. Loosely; yes. 

General Vocen. I have not entirely subscribed to it. 

Mr. Putturps. I accept that word “loosely,” as a definition, but 
partnership” is hot my word. I am quoting it. 


juires 


hough 


that | 
PAYMENTS BY TVA FROM POWER REVENUES 


General, do you know any reason why the TVA should—and this 
S another question in line with the question yesterday—not pay the 
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same amount for the money, the unreturned balance of money fyy- 
nished by the Federal Government, which the Federal Governmen; 
has to pay to get the money for you? 

General VoGceu. No, sir; that has been a matter for a great amoun 
of consideration by the members of the Board, and there is a provision 
contained in the proposed financing measure which will take care of 
that particular item, whereby it is proposed that the Tennessee Valley 
Authority will pay a return on the investment. . 

There may be some question as relates to the exact rate which js 
adopted. I think that matter is open to considerable argument. 

However, the principle is generally accepted that TVA should and 
would pay a return on the investment. 

(Discussion off the record.) 


PAYMENTS IN LIEU OF TAXES 


Mr. Puruuies. I would like to say that I would hope that the pro- 
vision which you are talking about would also include the paying of 
equivalent taxes. A good deal was said yesterday about “‘in lieu” 
taxes, and about paying Federal taxes. 

The record is very clear that the amount of taxes paid by the TVA 
is about 25 percent of what would be paid by an industry oper: —_ 
the same area. As long as that exists, it is a subsidized operation, 
matter how competent it is, and no matter how efficient it is. 

As long as there is the payment of any expense some competitor 
would pay, it is and must be a subsidized industry. 

General Voceu. Well, sir, you are including all taxes, Federal an¢ 
otherwise? 

Mr. Puriurps. That is correct. 

General Voce. You are including Federal, State and local taxes? 

Mr. Patuuies. That is correct. 

General Vocret. That is, perhaps, true. Of course, insofar as 
Federal taxes are concerned, and that would be taxes of the incom 
variety, there is no profit, so to speak, upon which the Government 
would levy taxes. TVA is owned by the Federal Government. T! 
taxes or the money returned to the States and local interests are base’ 
upon power sales (being 5 percent of gross, exclusive of sales to thi 
Kederal’Government) and I think those will roughly approximate whial 
private enterprise would pay to those same units of Government. 

At least, | may say that it is satisfactory to the States and to thi 
counties who are receiving those moneys. 

Mr. Puituies. Because if they do not, there will be, of course, the 
rising tide, which Mr. Jensen spoke about vesterday, of protest on t! 
part of the citizens of other States, that there is preference and subsi() 
for one particular area 

You said vesterday, General, that vou did not want Tennessee col 
sidered as a blighted area or benighted area, I think, which seemed 0 
be indicated from some of Mr. Wessenauer’s testimony at one time. 

I do not think he intended it so, by any means. 

General Voce.. I do not believe he did. 


BENEFITS OF TVA POWER PROGRAM 


Mr. Puiturps. However, I think this record will show, particula') 
the record based upon the Department of Commerce investigatie!s 
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which they released on July 11, 1951, will show that these constant 
statements that Tennessee has benefited materially and that the 
people of Tennessee have benefited materially by having the TVA 
and its power have not been a ‘wholly accurate and that the TVA is 
not an undiluted benefit to the State of Tennessee nor to the other 
States which receive the power. 

This since all of this has been in the Congressional Record, and it 
has all been in the hearings of this subcommittee at least once. 

But, in population increases, in business volume, in gross postal 
receipts—I do not know about income, and I am leaving that out 
in construction contracts, in retail stores’ payrolls, which is a good 
criterion in retail sales and particularly in new business corporations, 
Tennessee has not advanced; either not advanced at all, and in some 
instances has fallen back, compared to the other 10 States in the area 
in which it is situated. 

| think there has been an increase in construction, but [ can find 
that out very quickly. 

Tennessee, in 1945, was in fifth place, and rose in 1946 to fourth 
place. It dropped in 1947 to ninth place, and rose in 1948 to third 
place, all of which is directly connected with expenditures for Federal 
construction in that area. 

| think the same thing would apply to income, but I want to give 
vou a chance to say anything you want in reply to these statistics. 

The records of the Department of Commerce and other investi- 
gations in the area have not indicated that this is, as I said, an 
mdiluted benefit to Tennessee. As a matter of fact, the United 
states Chamber of Commerce compared Tennessee with these other 
10 Southeastern States as of 1930 and then in 1950, and found that 
Tennessee had made no advance during that time in the various 
criteria Which are used in commerce as the testing criteria for improve- 
ment, progress, or failure. 

The States around Tennessee which have been compelled to depend 
upon private power have done better than Tennessee, which has 
depended entirely upon TVA power. 

Did you want to say anything about that? 

General VoGEL. Yes, sir; I] would like to. I have been very much 
concerned myself by the undue emphasis placed upon that particular 
thing, and the slanting which I think it has received at the hands of 
those who purport to be the champions of TVA. 

Having come to the Tennessee Valley Authority from the position 
us division engineer in the southwestern division of the Corps of 
Engineers, I cannot help realizing that tremendous gains have been 
made in every part of our country in the last 20 years, particularly in 
the economy of the gulf coast region of Texas, and in regard to the 
growth of such cities as Beaumont, Corpus Christi, Port Arthur, 
Orange, and Houston. 

And, we have seen it in many other parts of the country. 

| do not wish to belittle the accomplishments by the TVA, nor the 
great gains which have been made in the valley, but I am concerned 
ubout the overemphasis and the slanting, because I am afraid that 
people have come to get somewhat of an erroneous impression and, in 
lact, | do not like that argument at all. 

| think whenever we argue that the Federal Government is taking 
upon itself to do something for a region in the interest purely of that 
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region, to raise the level of income to that of the national average, th; 
we are talking socialism, and I do not think we have to talk socialisy 

I think there is a simple test for the justification of every Federg| 
project, and I would like to state that I consider it to be this: 

When a project for the full development of any of our natural o, 
human resources hes beyond the ability of local interests or Stati 
governments to perform, and when such development is in the nationg| 
interest, and I underline those words, it becomes a proper mead 
for the Federal Government. 7 

When anticipated benefits exceed cost, it is also in the nature of y 
good business investment. I think that is the kind of thing we should 
bring forth in connection with the operations of the Tennessee Valley 
Authority. This is something that the Nation has a proprietary 
interest in, and although we are anxious and happy to see developments 
within the region accrue as a result, still we must never forget that the 
Federal Government is making an investment in its own nationa! 
interest. 

| have been concerned also about groups who for their own personal 
aggrandizement and their own personal welfare have taken it upon 
themselves to campaign along the line that vou have just indicated, 

1 refer to groups such as the Citizens for TVA, which is clearly 
organized for propaganda purposes, and is probably one of the widest 
supported lobbies in the United States. I would like to read to you 
the purposes of that organization: 

No. 1 is to inform the valley people about the current TVA situa- 
tion, and then I am going to skip No. 2, and come back to it last, 
because 3 and 4 are somewhat innocuous. 

No. 3 is to carry the story of TVA from the people of the valley to 
the people of the United States, and No. 4 is to inform people of the 
valley of similar problems in other public power areas. 

Now, I come back to put my finger clearly upon point No. 2, 
which is to reeducate the valley people on the nature of TVA ani 
their dependence upon it. 

I think that it is entirely contrary to any of the principles upon 
which our Nation was founded—when we try to teach people that 
they are dependent upon anything, including the Federal Government 

I recently referred to that in a public utterance at Clinton, Tenn. 
and of course from various areas of the Tennessee Valley Authority 
I have received considerable criticism, but I still feel that it is not 
proper for any group to try to teach people of the United States that 
they are dependent upon something. 

Mr. Puiuups. General Vogel, I was going to ask Mr. Rabaut if! 
might put that in the hearings, and it seems to me that this would be 
the most opportune time to put it in, because here is the opinion on the 
very same subject of the Tupelo, Miss., newspaper, in which the paper 
feels that the greatest threat to the TVA is the loss of goodwill due to 
this ove remphasis upon factors which are not the basic factors. This 
of course, is one of the communities in the TVA area which benefits 
from it, and which feels that the present efforts are detrimental to the 
TVA itself. 

If that is agreeable with you, Mr. Chairman, I would like to put! 
in the record at this point. 

Mr. Rasavurt. Do I understand this is an editorial? 

Mr. Puiuuies. Yes, sir. 
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\(r. RaBaut. This is an editorial from the Tupelo (Miss.) Journal, 
of June 12, 1953, the subject of which is ‘‘Lost Goodwill Greatest 
Threat to Ite 

Without objection, we will place it in the record at this point. 

General VoGEu. I would like to make it clear, sir 

Mr. Rasaut. You know an editorial has been described as a fellow’s 
private preserve. 

The editorial referred to follows:) 


{Tupelo (Miss.) Journal, June 12, 1953) 
Lost GoopwILL GREATEST THREAT TO TVA 


[he Tennessee Valley Authority which has done a better job of publicizing 
‘than perhaps any other agency of the Federal Government has overplayed 

ts hand. 

It has talked so much about the prosperity it has brought the people of the 
yea it serves that the rest of the Nation has grown jealous. 

Believing the TVA talk that it is responsible for a major portion of the Mid- 
south’s progress people in other sections of America have begun to ask themselves: 

“Why should we help foot the electrical bill of people in an area which claims 
to be gaining prosperity at a rate faster than any other part of the country?” 

As a result of TVA’s claiming credit for so much of the progress that has been 
made in the Midsouth people from New Engiand to Minnesota blame their 


+ woes on TVA when one of their industries picks up and moves south. 


The typical northern citizen doesn’t know where the TVA area is and doesn’t 
know Whether it is losing its industry to this region or another 300 miles away. 

But he has heard of TVA and the claims it has made about buiiding the South. 
{nd the northerner naturally blames it for his troubles when a plant in his own 
irea moves elsewhere. 

Now that it is faced with a crisis in holding the nationwide public support it 
once had therefore the time has come for the TVA to back up and admit that 
the fastest growth in the South actually has taken place outside the TVA area 
ind that we who live within its borders are still as a whole just about the poorest 
people in America. 

This, of course, Would be quite true. For with the exception of giant projects 
ke the Oak Ridge atomic-energy plant that Uncle Sam has plunked down in 
Tennessee, the TVA area has shown less rapid industrial growth than several 
ther portions of the South. 

{nd in income the TVA area is still dollar for dollar further behind the national 
iverage than it was in 1933 when the Tennessee Valley Authority was first 
established. 

If we are honest and admit that we still need every possible benefit we can 
btain, including the low-cost power provided by TVA, perhaps we can regain 
the goodwill our region once held among the common people of the North. 

w Americans object helping an individual—or region—when it is down. 

it none like to help a person or region who accepts the bounty of others 
nd then goes around bragging about how prosperous he has become. 

Practical psychology, therefore, indicates a need to replace TVA’s “TI did it’’ 
attitude with a new humbleness in appreciation of the millions of dollars Uncle 
‘am bas poured into our power program. 

And right along with this new attitude should go an honest concession that 
We are still so poor and short of capital that we need every possible advantage 
we can obtain to continue lifting ourselves up the economic ladder as we have 
sowly and painfully been doing for the last decade. 

lhe current congressional opposition to TVA is no flash in the pan. 

It is a part of the same type of thinking which replaced Harry Truman with 

Uwight Eisenhower in the White House last fall. 

_And even if we should salvage some of TVA’s needs from the present session of 

Congress, we would have the same difficulty getting money in the vears ahead. 

f The TVA region’s great hope of retaining the blessings of low-cost power, 
eretore, lie in rebuilding the goodwill all America once felt for us rather than 
try ing to high-pressure our way to victory. 

There is no possibility whatever of winning the private utilities to our side. 
And there is little more likelihood of our gaining GOP support with arguments 
‘or TVA before the House and Senate. 
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Only if we can regain the goodwill of the common people of America fr 
New England to California will the TVA remain safe in the vears ahead from «jo 
strangulation by hostile congressmen. 

And the way to win friends is to show appreciation rather than deliberag, 
arousing jealousy. 

General Voce. I would like to make it clear at this point, jy 
extension of my remarks, that I feel the Tennessee Valley Authority 
is a fine organization, comprised of a group of devoted people, - 
that it was soundly conceived in the national interest. I feel that th, 
kind of people whom we have here with us exemplify the personne! 
who make it up. They are people who are dedicated to their jobs 
and to doing the best that they can, for the Nation. 

Mr. Puiuures. I think this subeommittee and certainly the one for 
the last few years, would agree with you. 

The problem is that TVA now stands at a point of decision, ar 
must decide what it is going to do in the future. 

I still say that TVA has in it the ability to operate as a sound busi- 
ness venture, and it can be done, but it cannot expand on subsidy 
beyond those lines without endangering itself. 

| have an excerpt from the Congressional Record, and I shall quote 
from an article which was inserted there on February 16, 1955, and 
this is from the chamber of commerce report. 

I shall read this one paragraph in regard to what I was saying 
about taxes, and I quote: 

Had TVA paid taxes at the same rate paid by private power companies for 
fiscal vear ending June 30, 1953, such taxes would have amounted to about S8i) 
million; resulting in a loss in operations of about $57 million. 

If TVA were required to pay interest on the appropriations granted it by 
Congress, that loss would have been increased by another $24 millio1 
figure does not include the $10 million more for amortization. Thus, if TVA 
were run as an honest business enterprise, its books on June 30, 19538, would not 
show a credit balance of $19 million, but a deficit balance of $91 million. Yet 
even with that deficit representing a subsidy paid by the Nation’s taxpayers, tly 
TVA system cannot produce enough cheap power to satisfy the demands « 
consumers it was designed to serve. 

Now, on this matter of cheap power, which is my next question 
I think no separation was made in the testimony yesterday between 
the categories of power sold. It is perfectly reasonable, and I think 
intended by the Congress when TVA was set up, that it should be 
sold to the communities or the REA’s, and particularly it was sup- 
posed, as pointed out yesterday, that it be sold in the rural areas. 


POWER FOR HOUSE HEATING 


There is a very real question as to whether it was intended tha 
power to heat houses in - area was to be sold at the same price that 
lighting power was sold, or power to run a milking machine, or what- 
ever it was, because any “utility man will tell vou and you can tell 
yourself, General, that no private utility, operating without subsidy, 
could possibly sell heating power at the same rate that it sells lighting 
power. 

We cannot do that in the community in which T live. I do not 
know whether any other communities can do it, except those which 
have a frie ve government to pick up the check. 

Last year, I think the number was about 20,000 families in the cit} 
of Ne aie. and a total of about 110,000 families in the entire State 
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‘Tennessee, were heating their houses by electrical current procured 
from TVA sources. 

Could vou bring that figure up to date for me, Mr. Wessenauer? 
General Vogel, would vou like to comme nt upon the future policies 
of the TVA in selling hes ating power? 

Mr. Wessenaver. Mr. Phillips, the number of homes heated by 
lectricity is in the neighborhood of 130,000 in the TVA service area. 

\lr. Putuuies. That has gone up. then, about 20,000 during the 


\lr. WessENAUER. You referred to the State of Tennessee, and | 
believe the figures were applicable to the entire area. 

\lr. Potties. That is not just for the State alone? 

\lr. WeEsSENAUER. NO, sir. 

\lr. Putttres. What is the total for the city of Nashville? 

\lr. WessenavER. | do not have that information here. 

\fr. Putiures. I think it was 20,000 last vear. 

General, the problem involved there is critical, because that power 
staken at peak times. That is not the power which is used when 
IVA would be glad to get rid of power. That is power which comes 
off with the lighting of the houses and he: ating of the houses, and that 
is really a drain upon you at the worst time, and you are selling it at 
the cheap rate. 

General Vocen. I will concur with vou, sir, when you say it is 
critical to me, because my house is heated that way. 

| might say, too, that it is not particularly cheap. 

\lr. PHitiies. Is it not the same rate as the light rate? 

General VoGret. Yes, sir; but even so, it is not a particularly cheap 
ray of obtaining heat in a home. 

\Ir. Potnuips. You mean the use of an electric heater? 

General VoGEu. Yes, sir. 

Mr. Puttuips. Well, I can answer that for you. I heated the hot 
vater on the farm by electricity, for a long time, and it pretty near 
broke me. 

habe at do you get from the distributor for what could be said to be 

percentage that is used for heating? I think that would be the 
vey as to whether or not you are losing or making money on it. 

Mr. Vocer. Mr. Wessenauer perhaps can give you those figures. 

\Ilr. WesseNAvER. I believe we are ge tting about the ave rage rate 
rom the distributors, in the neighborhood of 4 mills per kilowatt-hour. 

Mr. Puiturps. Don’t you, yourself, think that is a low rate at which 
‘sell heating power at the peak of the delivery time? 

\lr. Wessenaver. The test, Mr. Phillips, is whether the rate sched- 
les as thev are devised provide adequate revenues to cover the cost of 
operation, depreciation, and to earn a return on the investment. The 
ecords of our operation show that they do, and since the act calls for 
naking power available at cost I think the rate is adequate. 

Mr. Poiuuips. We will not start an argument now over what con- 
‘titles cost. You are a representative of the TVA and I am an ae- 
rountant, and that is a subject on which vou and | could have quit 
in agcument. 

But I have a recollection that somewhere in here in the last few 
ears you had a reduction of 2 mills. What was that? It was off 
he 4-mill rate, so actually it brought the cost 

Mr. Wessenaver. May I explain that? 
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Mr. Puiturps. Yes, please. 

Mr. Wessenaver. The original wholesale rate schedule provid, 
that distributors would get energy at the 2-mill rate block in an amoy 
at least equal to the amount of energy which they sold at resale unde, 
the residential schedule at a rate of 4 mills. 

That provision never amounted to anything, sir, in dollars. Spy. 
eral years ago it was deleted because it served no effective purpose, 

Mr. Putuurps. I recognize that. Let us see whether you are righ; 
in the fact that it had no influence. What it did was to make a norms 
inducement, made by any businessman to expand his sales. What j; 
did with the TVA was to expand the sales into the heating area, and 
since in my opinion, and in a good many other people’s opinion, you 
find it difficult to sell heating power at 4 mills and come out even on 
it, it did increase your sales of a loss power factor. 

Mr. Wessenaver. The retail customers are selling heating, par 
of it at 4 mills, but most of it at 7% mills. I would think that th 
heating revenue per kilowatt-hour is more in the neighborhood of 
6 to 7 mills per kilowatt-hour on the average. 

We have in our retail rate schedules, Mr. Phillips, a 4-mill block 
which is a promotional block designed to encourage the use of elee- 
tricity for cooking and water heating. When you get to house heating 
vou get beyond that block into the 7% mill block, so I think the 
rec ords, if you analyze them, would show that the revenue received 
by the distributor for his heating load is more in the neighborhood 
of 6 to 7 mills a kilowatt-hour. 


TVA PROCUREMENT SOURCES 


Mr. Puiuurrs. You testified yesterday on the various items of 
money spent in each State. You gave the amount of money spent in 
foreign countries. Do you reme mber what that figure was? 

Mr. Wessenaver. The amount in foreign countries? 

Mr. Putiuurps. Yes. 

Mr. Wessenaver. I believe $520,000. 

Mr. Purtiies. Am I not right in saying that was almost eniirel\ 
for generators? 

Mr. Wessenaver. Not generators. We have not bought an 
generators outside this country. 

Mr. Puruires. What do you buy outside? 

Mr. Wessenaver. I don’t know what that item was for, sir. 

Mr. Puriuies. It might be interesting. I think the subcommittee 
was under the impression that that money had been used to bu 
generators. If that is not so I think it would be a good idea to pul 
the record at this point what it was used for. 

Mr. Wessenaver. I can assure you it was not for geaerators. 


CITY OF MEMPHIS POSITION ON DIXON-YATES CONTRAC! 


Mr. Puruurpes. In the chairman’s testimony yesterday he refer 
to the Dixon-Yates contract. I am not quite sure that that hae as 


] 


much to do with this subcommittee as it has with the AEC disc ssi 


later, but the word used was that it was “‘stalemated.” | om 


Memphis was going to bring suit against Dixon-Yates if an attem)! 
were made to carry the contract into effect. 
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| do not quite understand the practical situation because that would 
simply deny power to Memphis on its own suit. Memphis loses and 
nobody else loses. What would be any other result of attempting to 
have an injunction to sue on the Dixon-Yates contract by the city 

f Memphis? 

\fr. WessENAUER. I believe they feel very strongly, sir; that they 
should not be required to accept Dixon-Yates power delivered into 
their community. 

fr. Vocet. May I comment on that, s 

Mr. Patuurps. Yes. 

Mr. Vocei. The letter which was read from the mayor of Memphis 
yesterday, I have not actually had an opportunity to read closely or 
to analyze. 

\fr. Potuurps. Nor have we, General. 

\ir. Voce. However, it strikes me that it is very important that 
it was said in the closing statement that Memphis will not under any 
circumstance accept power from Dixon-Yates. 

[ would like to make it clear Memphis would not be accepting power 
fom Dixon-Yates but they would be accepting it from the TVA. 
Iam not aware of any statement from the mayor of Memphis or 
others to the effect that they will not take power from the Tennessee 

Valley Authority under any conditions if the Dixon-Yates plant is 
built. 

I think there is quite a difference that we should look at. 

Mr. Pattures. I think if Memphis establishes that position they 
: _ |, of course, refuse to take any power from TVA, because TVA 
last year bought 14 percent of its power from private utilities, and 
Me oka to be consistent would nec essarily have to refuse that if 
they are going to refuse the Mississippi Valley Generating Co. power 
which is poured into the TVA grid, unless Mr. Wessenauer, who is 
iN my Opinion a very competent engineer, has been able to devise a 
means of separating the kilowatts so you can tell which ones come 
from private utility generators and which ones come from TVA 
generators. 

Have you been able to do that without the subcommittee knowing 
about it? 

Mr. Wessenaver. I can only tell as of the point they are delivered 
into the system. After that I cannot trace them, sir. 

Mr. Putnurps. Seriously, I have a feeling that perhaps we shouldn’t 
make too much of an argument over what Memphis said in the belief 
that perhaps Memphis eventually would like to forget that it said it. 
i think we could have saved about an hour’s discussion or more yester- 
(ay by just stipulating in this subcommittee that Memphis would 

to get the eae possible power, without spending any of its 
own money, and if it can get power subsidized by the United States, 
that Is exactly what it wants. 

lf that is acceptable to all we could have saved a lot of discussion. 


ir? 


QUESTION OF FEDERAL SUBSIDY FOR TVA 


Mr. Voge. Mr. Phillips, mention has been made a number of 
times of Federal subsidy for TVA. I would appreciate an oppor- 
tunity to comment on that. 








104 


Mr. Puiuurps. Yes, please. 

Mr. Wessenaver. The original wholesale rate schedule provide; 
that distributors would get energy at the 2-mill rate block in an amoyy; 
at least equal to the amount of energy which they sold at resale undy 
the residential schedule at a rate of 4 mills. 

That provision never amounted to anything, sir, in dollars. Soy. 
eral years ago it was deleted because it served no effective purpose, 

Mr. Puiuuips. I recognize that. Let us see whether you are righ 
in the fact that it had no influence. What it did was to make a norm)! 
inducement, made by any businessman to expand his sales. What ji 
did with the TVA was to expand the sales into the heating area, an4 
since in my opinion, and in a good many other people’s opinion, yoy 
find it difficult to sell heating power at 4 mills and come out even o 
it, it did increase your sales of a loss power factor. 

Mr. Wessenaver. The retail customers are selling heating, par 
of it at 4 mills, but most of it at 7% mills. I would think that th 
heating revenue per kilowatt-hour is more in the neighborhood of 
6 to 7 mills per kilowatt-hour on the average. 

We have in our retail rate schedules, Mr. Phillips, a 4-mill block 
which is a promotional block designed to encourage the use of elee- 
tricity for cooking and water heating. When you get to house heating 
you get beyond that block into the 7% mill block, so I think the 
records, if you analyze them, would show that the revenue received 
by the distributor for his heating load is more in the neighborhood 
of 6 to 7 mills a kilowatt-hour. 


TVA PROCUREMENT SOURCES 


Mr. Puiuures. You testified yesterday on the various items of 
money spent in each State. You gave the amount of money spent in 
foreign countries. Do you remember what that figure was? 

Mr. WessenaAumr. The amount in foreign countries? 

Mr. Puriuurps. Yes. 

Mr. WessENAUER. I believe $520,000. 

Mr. Puiturps. Am I not right in saying that was almost entirely 
for generators? 

Mr. Wessenaver. Not generators. We have not bought any 
generators outside this country. 

Mr. Puruuies. What do you buy outside? 

Mr. Wessenave_er. I don’t know what that item was for, sir. 

Mr. Puruuips. It might be interesting. I think the subcommittee 
was under the impression that that money had been used to buy 
generators. If that is not so I think it would be a good idea to put it 
the record at this point what it was used for. 

Mr. Wessenaver. I can assure you it was not for generators. 


CITY OF MEMPHIS POSITION ON DIXON-YATES CONTRACT 


Mr. Purtures. In the chairman’s testimony yesterday he referred 
to the Dixon-Yates contract. I am not quite sure that that has s 
much to do with this subcommittee as it has with the AEC discussi0! 
later, but the word used was that it was “stalemated.” I think 
Memphis was going to bring suit against Dixon-Yates if an attemp! 
were made to carry the contract into effect. 
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I do not quite understand the practical situation because that would 
simply deny power to Memphis on its own suit. Memphis loses and 
nobody else loses. What would be any other result of attempting to 
have an injunction to sue on the Dixon-Yates contract by the city 
of Memphis? 

Mr. Wessenauer. I believe they feel very strongly, sir; that they 
should not be required to accept Dixon-Yates power delivered into 
their community. 

Mr. Vocet. May I comment on that, sir? 

Mr. Putuures. Yes. 

Mr. Voceu. The letter which was read from the mayor of Memphis 
yesterday, I have not actually had an opportunity to read closely or 
to analyze. 

Mr. Puruires. Nor have we, General. 

Mr. Vocret. However, it strikes me that it is very important that 
it was said in the closing statement that Memphis will not under any 
circumstance accept power from Dixon-Yates. 

I would like to make it clear Memphis would not be accepting power 
from Dixon-Yates but they would be accepting it from the TVA. 
Iam not aware of any statement from the mayor of Memphis or 
others to the effect that they will not take power from the Tennessee 
Valley Authority under any conditions if the Dixon-Yates plant is 
built. 

I think there is quite a difference that we should look at. 

Mr. Patuurps. I think if Memphis establishes that position they 
should, of course, refuse to take any power from TVA, because TVA 
last year bought 14 percent of its power from private utilities, and 
Memphis to be consistent would necessarily have to refuse that if 
they are going to refuse the Mississippi Valley Generating Co. power 
which is poured into the TVA grid, unless Mr. Wessenauer, who is 
in my opinion a very competent engineer, has been able to devise a 
means of separating the kilowatts so you can tell which ones come 
from private utility generators and which ones come from TVA 
generators. 

Have you been able to do that without the subcommittee knowing 
about it? 

_ Mr. Wessenaver. I can only tell as of the point they are delivered 
into the system. After that I cannot trace them, sir. 

Mr. Puruurps. Seriously, I have a feeling that perhaps we shouldn’t 
make too much of an argument over what Memphis said in the belief 
that perhaps Memphis eventually would like to forget that it said it. 
I think we could have saved about an hour’s discussion or more yester- 
day by just stipulating in this subcommittee that Memphis would 
like to get the cheapest possible power, without spending any of its 
own money, and if it can get power subsidized by the United States, 
that is exactly what it wants. 

lf that is acceptable to all we could have saved a lot of discussion. 


QUESTION OF FEDERAL SUBSIDY FOR TVA 


Mr. Voeex. Mr. Phillips, mention has been made a number of 
times of Federal subsidy for TVA. I would appreciate an oppor- 
tunity to comment on that. 
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I think subsidies are where you find them and different people hay, 
different views of what constitutes a subsidy. 

Mr. Puiuurrps. This committee uses the word meaning that if any 
part of the cost which would have been paid by an industry, private 
enterprise, or a private utility, if any part of that had been picked up 
by the Federal Government, ‘that was in effect a subsidy ; and, fiasthe, 
more, if in turn anybody had received some concession in the way of 
taxes, tax relief, a lower interest rate than other people paid, that is q 
subsidy. 

You do not pay Federal income tax. That is a subsidy. 

Mr. Voce.. Let me tell you briefly what the TVA does and does 
not do as a matter of review in order that we may get it on the record. 

The TVA first of all does pay all operating and maintenance ey. 
penses and depreciation, and also an amount equivalent to 5 percent 
on gross revenues rec ‘eived from within the States, exclusive of sales 
to the Federal Government. 

Over and beyond that it derives earnings which have amounted to 
about 4 percent, and out of those earnings it has been amortizing the 
indebtedness to the United States which has been built up through 
appropriations. 

Those are the things that it has done and is doing. What it is not 
doing, of course, is to pay interest on that investment by the United 
States and it is not paying a Federal income tax, as I previously ind- 
cated. 

However, I would find it difficult to determine how vou would pay 
a Federal income tax without a profit to pay it upon. 

It might be argued, of course, that the Tennessee Valley Authority 
should return to the Federal Government an amount in reimburse- 
ment of taxes foregone were that power produced by private enter- 
prise. 

On the other hand, I think we can quite properly take the view 
that power sold at a lower rate has been stimulating to industry in 
the region and that that industry, as it has grown, has paid income 
taxes to the Federal Government which are very probably in excess of 
the taxes that would have been otherwise foregone, so that in all 
probability the Federal Government is not a loser by that. 

As to the matter of interest, we are taking steps, as I have indicated, 
to rectify that, and it is hoped by that means to put the TVA ona 
basis, at least generally comparable to that of private industry, and | 
personally hold the feeling that the Tennessee Valley should be neither 
singularly handicapped nor singularly favored, that it is quite compe- 
tent to stand on its own feet and operate as a business enterprise. 

Mr. Puitures. Do you think you could support a statement that 
hecause of the TVA this area has been stimulated? 

Mr. Voae.. I think so, sir. There is no doubt 

Mr. Puruures. As compared to other areas? 

Mr. Voce.. It has been a large factor in the stimulation of growth, 
yes, sir. I do not mean to say that other regions have not been 
stimulated by Federal works brought in to them. Mind you, 
pointed out earlier the development of the gulf coast region, the Texas 
gulf coast. 

Mr. Puruurps. My point is that it seems to me in looking back ove! 
the years of testimony that what stimulated that area was “the atomic 
energy installations, cities which went along with industries, and that 
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TVA, in effect, was stimulated rather than TVA doing any stimu- 


lating. j : . 
Mr. Vocex. Of course, I think those things work both ways, 


naturally, but may I point out that the Atomic Energy Commission 
in all probability would not have been located there had there not 
heen a source of power in abundance. 


EBASCO CONSTRUCTION OF JOPPA PLANT 


Mr. Puiturps. I hear a great deal of testimony about this Joppa 
plant, Ebasco, but I hear only half a statement each time. 

It is clear in our record, and it was all of last year, that there is no 
question that the cost of construction at Joppa was more than was 
originally estimated. 

There is no question the situation was not a happy one. I have not 
heard anybody put in the record today the facts of the case, and that 
is that it was the unions, it was a demand for tribute to the unions 
and the strike resulted because the tribute would not be paid. I was 
under the impression, Mr. Wessenauer, which I did not hear you 
mention yesterday, that this matter was confirmed by a court. 

Am I right about that? 

Mr. WEssENAUER. I recognize that they had union difficulties and 
that may have contributed to some of the additional cost. I was 
citing the fact that their costs were higher than ours. I think you 
recognize we had to deal with the same union people in the building 
of our plant. 

Mr. Putuuips. That has nothing to do with it. This is a statement 
of fact. 

The question was that the reason the Joppa plant cost more was 
because the private contractor who had it was subjected to tribute 
demands in the amount of a million dollars. He refused, a strike 
resulted, or a series of strikes resulted, and consequently the delay 
and additional cost eventuated. 

I think you should have mentioned that, Mr. Wessenauer. You 
should not have left the impression that this was a normal situation 
because, as I recall, I think this went to court somewhere and the 
court determined that what I am saying was correct. 

Mr. Ranaut. What is this about a million dollars? 

Mr. Puituips. That is what the trouble was at Joppa. 

Mr. Fogarty. It was not union trouble. 

Mr. Puttires. Do you want to describe that, General? 

Mr. Voceu. Anything I would say would be in the nature of hearsay 
evidence. 

I would suggest that you call upon Mr. Leonard, who is in charge of 
construction, and whom I consider to be one of the most able men in 
the game. 

| think you can thoroughly rely upon anything he may tell you. 

Mr. Leonarp. I would like to suggest, General, that this may not 
be a question for me to answer. 

We have our personnel director who could answer questions about 
personnel relations there. 

Mr. Vocex. But you might tell about the construction problems 
as vou know them. 

Mr. Purtuires. The witness who ought to be asked to come here is 
somebody representing Ebasco. Yesterday we had testimony from 





the mayor of Memphis through Mr. Wessenauer and we had testimony 
from the Atomic Energy Commission through Mr. Wessenauer, ani 
now we are getting testimony from EBASCO through the personne| 
now we are getting testimony from Ebasco through the personne! 
director of the TVA. 

_Mr. Leonarp. I personally cannot say why Ebasco’s costs were 
be than ours. I do know they were higher than ours and cop. 
siderably higher than ours. 

Mr. Puiturrs. Yes. What about the strikes? 

Mr. Leonarp. There may be some reason that I do not know about. 
All I know is what I have heard and what I read in the papers about 
their job. I never investigated their job. I never investigated their 
costs. 

Mr. Wessenaver. I believe, sir, that the General Accounting 
Office has submitted a rather comprehensive report—— 

Mr. Rasavt. Is this the report of the General Accounting Office? 

Mr. WessenAver. Comptroller General of the United States on 
this subject. 

Mr. Rapaut. Let us follow that. 

Mr. Wessenaver. I believe you will find in it that there are more 
than the labor difficulties, reasons other than labor difficulties given for 
the increase in costs. 

I believe it might be better for the committee to use that report as 
the basis for determining this. 

Mr. Puruuirs. I have been handed, and I see for the first time, a 
report from Ebasco which was submitted, I presume, in connection 
with a subsequent contract, which shows the costs, estimated costs, 
and actual costs. 

The actual costs of Ebasco were less than their estimated costs, 
running down this very quickly, and this is their experience in various 
projects they built for 

Mr. Rasavut. What are you quoting from? 

Mr. Puiuuips. Ebasco Services, Inc., exhibit No. 2, History and 
Qualifications in Design and Construction of Public Utility and 
Industrial Facilities, from 1905 to 1955. It is a 50-year record of 
their ability and background, ! presume, Mr. Chairman—and I am 
looking at it for the first time myself—their ability and their record, 
which is a very commendable record. 

In fact, as I go down here their percentage 

Mr. Rasavt. Is this a book written for the purpose of handing it 
to people they want to get business from? 

Mr. Puiturres. It is a book filed with the Atomic Energy Con- 
mission, I gather, in connection with the AEC contract. 

Mr. Rasavt. In other words, this is where they put themselves 
forward to gain the confidence of the Commission for the purpose 
of doing some work for them? 

Mr. Puiturps. I would presume so except I would say it was 4 
statement of their past history, good or bad, and since it is good 
therefore your interpretation that it is put forward to gain confidence 
is correct. ' 

I think the question involved, Mr. Chairman, was to determine 
which was the best firm to be the engineers on the Dixon-Yates 
contract. Wasn’t that the reason for which this material was al 
built up? 

Mr. Rasavut. That is their presentation. 
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Mr. Puttures. This is exhibit No. 2 of their presentation as to why 
thev should be the contractor. 

But my point is this, Mr. Chairman: 

Yesterday the testimony before this committee indicated that this 
Ebasco contract had been, in simple language, a flop. I was 
pointing out the reason it was. 

If the clerk will get me the hearings of last year’s testimony before 
the Independent Offices Subcommittee I think it would show the 
statement of what the reason for it was. I do not think we should 
leave half a statement on the record without the other half. 

Mr. Rasaut. I wonder why we would not take the information 
from the joint committee print, the report of the Comptroller General 
of the United States. 

This is our own Government here which makes a report on this. 

Mr. Pomurps. Yes. 

Mr. Rasaut. 84th Congress, 1st session, under date of March 31, 
1955, the report of the Comptroller General of the United States on 
the Atomic Energy Commission contracts for electric power, review 
of Ebasco Services, Inc., performance at Joppa, Ill., steam electric 
station of Electric Energy, Inc. 

Wouldn’t that be the proper thing to follow? I have not read this. 

Mr. Pomurps. I have not, either. My whole point is that yester- 
day’s record will show a statement showing the record of the TVA. 
[hold no brief for Ebasco nor any other utility nor any other builder, 
but I think if you are going to have one half of a statement in the 
record, then the people who read the hearings are entitled to have 
the other half of the statement also. 

I know the figure of $1 million runs in my mind as to the demanded 
tribute. 

Wasn’t that taken to court, Mr. Swidler? 

Mr. Swipuer. Yes, sir. As I understand it there was an indictment 
of one of the labor leaders for extortion or atttempted extortion. 

Mr. Puruirps. And as a result of that the strikes were called? 

Mr. SwrpLer. I do not know whether all the strikes were called 
on account of that or not. The report of the Comptroller General 
discusses the labor difficulties, and it states that they undoubtedly 
contributed, but the Comptroller General concluded that they by 
no means explained the entire excess cost. 

Mr. Rasaut. You have a paper in your hand there. Identify it, 
please 

Mr. Swipter. It is a pamphlet entitled ‘Report of the Comp- 
troller General of the United States on Atomic Energy Commission 
Contracts for Electric Power.” This is a print of the Joint Com- 
mittee on Atomic Energy. 

Mr. Ranaut. The print I just referred to? 

Mr. Swipter. Yes, sir. 

Mr. Rasaut. What paragraph? 

Mr. Swipter. I am quoting from page 18. 

Mr. Putuurps. Is there another copy of that available in the room? 

Mr. Rasaurt. Yes. 

Mr. Swipurr. I read as follows, page 18, the last full paragraph 
on the page: 

While we do not intend in any way to minimize the effect of labor difficulty in 
‘xplaining the inerease in the cost estimates, we do not believe that labor difficulty 
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alone is responsible for all of the increase. While the actual effect, in our opinio 
is impossible to measure, we believe that some of the studies give too mug 
emphasis to the effect of the labor difficulties. 


And it goes on to say: 


First, it should be realized that work stoppages were not confined to the Illinois 
side of the Ohio River. The other two projects that were being built in the sanp 
area—the AKC Paducah atomic energy plant and the TVA Shawnee power. 
plant—also suffered from work stoppages. 


Mr. Puruiures. The work stoppages for TVA amounted to |; 
calendar days and for Ebasco it amounted to 48 strikes, 9644 calendy 
days. 

Mr. Swiper. The report compares the work stoppages. 

Then I would like to read another paragraph in the middle of page 
19. I am not qualified to make a comparison of work stoppages or 
to determine what the responsibility was, but, TVA had work stop. 
pages and there was no extortion involved, 

The third basic reason, in our opinion, is that the management activities at the 
site were not adequately performed. 

Mr. Puiiures. Was the fact that you were a Government-owned 
plant any influence in the fact that you had no other work stoppages’ 

Mr. Swipter. I don’t know. I do say that our overall labor recon 
was better and our overall construction costs were much lower. 

Mr. Puiuurps. My whole point is that this company, Ebasco, did 
have an extortion problem, did have work stoppages, did have 4s 
separate strikes called one after the other at a time which would slow 
them up, delay or embarrass them, and I felt that if we were going to 
have this praiseworthy and desirable record of the TVA in the hearing 
vesterday we should be honest about it and have in it a statement of 
what the situation was at Joppa, because it is very evident that the 
company has a good record in the past, as I can tell from this exhibii 
No. 2, and also since it was chosen, with the approval of the executive 
agencies of the Government involved, to build the new plant for the 
Mississippi Valley Generating Co. 

Mr. Rasaut. The witness was reading page 19. 

Do you want to finish reading that? 

Mr. Swipter. Yes, sir. I am still reading from the report of the 
Comptroller General. I have no basis for an independent judgmen! 
on this. 

We believe that the Ebasco management at the site cannot avoid some of the 
responsibility for the abnormal amount of labor difficulty experienced. Two 
examples, in addition to the points previously made, are given to illustrate tha‘ 
productivity was unusually low. The EEI consultants indicated in their report 
that while a lower than average productivity was to be expected in this area, 
they had observed productivity on their visits and it seemed ‘‘extraordinariy 
poor.”’ Also, informaticn obtained from AEC files indicates that at the time 
EEI decided to terminate Ebasco’s construction services, ‘‘only 2 or 3 men ol 
of every 10 on the Joppa job were working.” 

That is the end of the quote. oR 

Mr. Puruuips. I accept that. An analysis would require us to fint 
out why they were not working. I am perfectly willing to accep 
that because the point is now clear on the record that it is a 2-side’ 
subject and that we do not want to let the record go to press will 
only 1 side. 
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Mr. JENSEN. Since so much has been said about Ebasco on the 
ecord, and possibly some off the record in this hearing, and this 
estimony will be read by a lot of people, it is bound to hurt Ebasco. 

In all fairness, and I do not think a single member of this committee 
ould want to hurt anyone unjustly, in order to be fair to ourselves 
ynd people generally I certainly am going to insist as one member of 
he committee that Ebasco have the opportunity to answer, that 
sbasco have the opportunity to answer all of these accusations by 
ming before this committee and testifying. 

Mr. Potties. Until that time, Mr. Chairman, I hope you will put 
hese three pages from which I was roughly quoting in the record. 

Mr. Jensen. I do not know of anybody who has any connection 
vith Ebasco, but I want to treat Ebasco just as I would treat any of 
ou gentlemen, or any other American. I want to give them their 
lay in court, to which every American is entitled. 

Mr. Puttures. I have never seen anybody representing Ebasco, 
o my knowledge. 

Mr. Fogarty. Since that request has been made I also make the 
request that the Jot Committee on Atomic Energy report of the 
sith Congress, Ist session, Part I, Review of Ebasco Services, Inc., 
performance at Joppa, Ill., Steam Electric Station of Electric Energy, 
Inc., on March 31, be put into the record also at this point. 

Mr. Jensen. That is well. It gives the whole story. 

Mr. Fogarty. It might be a good idea to follow up Mr. Jensen’s 
uggestion. 

Mr. Ranaut. Inasmuch as the Joint Committee on Atomic Energy 
report is identified, we will also insert three pages from this bound vol- 
ume entitled “‘Ebasco Services, Inc., History and Qualifications in 
Design and Construction of Public Utility and Industrial Facilities, 
1905-55.” 

Without objection both of these items may be included in the 
record. 

(The information referred to is as follows:) 


[JOINT COMMITTEE PRINT, 84th Cong., Ist sess.] 
JOINT COMMITTEE ON ATOMIC ENERGY 


REPORT OF THE COMPTROLLER GENERAL OF THE UNITED STatTes oN ATOMK 
ENERGY COMMISSION CONTRACTS FOR ELECTRIC PowER 


PART 1—REVIEW OF EBASCO SERVICES, INC., PERFORMANCE AT JOPPA, ILL., STEAM 
ELECTRIC STATION OF ELECTRIC ENERGY, INC, 


INTRODUCTION 


_ The Joint Committee on Atomic Energy in carrying out its statutory responsi- 
bility to consider long-term utility contracts of the Atomic Energy Commission 
has been deeply interested in the performance of Ebasco Services, Inc., as con- 
‘truction contractor of the steam electric generating plant of the Electric Energy, 
Ine., at Joppa, Ill. The committee’s interest was accentuated by the proposal 
ma'e by the Mississippi Valley Generating Co., that Ebasco Services, Inc., 
huild the steam generating plant at West Memphis, Ark. 

At the time of the waiver hearings in November 1954 (see Joint Committee 
Print on Exercise of Statutory Requirements of Sec. 164, Atomic Energy Act of 
\54—Utility Contract Between Atomic Energy Commission and Mississippi 
Valley Generating Co., of November 4 through 13, 1954), the Joint Committee 
recelved assurances from the General Manager of the Atomic Energy Commission 
that, based on the then known overrun of costs of the Joppa plant, Ebasco 
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Services, Inc., would not be acceptahle to the Commission as the constructio, 
contractor for the West Memphis plant. 7 

In order to determine specifically how much more the Joppa plant cost the 
United States Government than originally estimated, the Comptroller Genera) 
of the United States, after consultation with the Joint Committee, initiated a 
complete audit of the contract between the Commission and Electric Energy, [y,¢ 
As the first phase of this comprehensive undertaking, the Comptroller Generaj 
mace a complete aucit of the financial records of Ebasco during the time whey 
it was the construction contractor for the Joppa plant. 

On February 3, 1955, Chairman Clinton P. Anderson, of the Joint Committee 
on Atomic Energy, wrote the Comptroller General of the United States as follows: 


FEBRUARY 3, 1955. 
Hon. JoserpH CAMPBELL, 
Comptroller General of the United States, 
General Accounting Office. 


Dear Mr. CAMPBELL: I am advised that the General Accounting Office has 
recently completed an audit of the utility contracts between the Atomic Energy 
Commission and the Ohio Valley Electric Corp. and the Electrie Energy, Ine. — 

The Joint Committee would very much appreciate receiving a copy of the 
report on this aucit as soon as it is prepared. 

Very sincerely, 
Cumton P. ANDERSON, Chairman, 


The Comptroller General replied on February 9, 1955, as follows: 


COMPTROLLER GENERAL OF THE UNITED States, 
Washington, February 9, 1956, 
Hon. CLinton P. ANDERSON, 
Chairman, Joint Committee on Atomic Energy. 


Dear Mr. CHarrMAN: By letter dated February 3, 1955, you requested a copy 
of the report on the General Accounting Office audit of the utility contracts 
between the Atomic Energy Commission and the Ohio Valley Electric Corp. and 
the Electric Energy, Inc. 

As explained to the staff of your committee, the audit of these utility contracts 
is currently in progress and will probably continue for several weeks. The report 
will be issued in several parts, each covering a significant and separate phase of the 
work. As each part is issued, a copy will be furnished the Joint Committee. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 


On March 31, 1955, The Comptroller General of the United States forwarded 
part I of the audit report with the following cover letter: 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., March 31, 1956. 
Hon. Ciinton P. ANDERSON, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 


Dear Mr. CuarrMan: Herewith for the use of your committee is a copy of 
part I of our report on review of Atomic Energy Commission contracts for electric 
power. This review was made by our Division of Audits, and the report will be 
issued in three parts. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


The complete text of part I of the Comptroller General’s report referred to 
above comprises the remainder of this Joint Committee print. 


REporT ON REVIEW oF ATOMIC ENERGY COMMISSION CONTRACTS FOR ELECTRIC 
PowER 


PART I-——-EBASCO SERVICES, INC., PERFORMANCE AT JOPPA, ILL., STEAM-ELECTRIC 
STATION 


As part of our review of the power contract between the Atomic Energy Com- 
mission and Electric Energy, Inc., we reviewed the performance of Hhasco 
Services, Inc., the firm with whom EEI contracted for the design and construc- 
tion of its electric powerplant at Joppa, Ill, We feel a review of Ebasco's pél- 
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formance is important because (1) the large increase in the estimated construction 
est of the Joppa plant resulted in a significant increase in the estimated annual 
est of electric power to the Government, and (2) we understand that the Missis- 
sippi Vs alley Generating Co. (known as the Dixon-Yates group), who recently 

ntracted with AEC to furnish a large block of electric power to the Government, 
Sieh sidering using Ebasco for design engineering and construction management 
of its powerplant at West Memphis, Ark. Our comments are presented under 
the following captions: 


Summary 

Conclusions 

(Chronology of significant ev ents_ 

Electric Bond and Share, Ebasco, Middle South ‘Utilities 

Se lection of power suppliers for Padueah_-__--______-- 
hasco’s construction cost estimates ates 

Termins ition of Ebasco’s construction services _- 

Studies of increases in construction cost estimates _ _ 

Effects of Ebasco’s performance - __-_- 


Ebaseo’s delay in submitting cost information_____- 
a s fee and billings for service _ ae 
rrent status of Ebasco on AEC projects. 


ese comments are based on a study of contracts between AEC and EFI, and 
bety een EEI and Ebasco; on a review of negotiation files, reports, correspondence, 
minutes of meetings, cost estimates, and other data made available to us at the 
Paducah, Oak Ridge, and Washington AEC offices, the Joppa EI = and 
the New York Ebasco office; and on discussions with officials of AEC, EEI, and 
Ebasco. In addition we have obtained pertinent data from regul: story sad ies— 
the Securities and Exchange Commission and the Federal Pov er Commission. 
Comments are included on the history of the Ebasco organization and on the 
slection of pov er suppliers for Paducah, because we feel tlis background is part 
of the story of Ebasco’s performance on the Joppa powerplant. 


SUMMARY 


Our major comments are summarized below. Where appropriate, a page 
reference is given for a more complete discussion of a subject. 

|. Ebasco is a wholly owned subsidiary of Electrie Bond & Share. Middle 
South Utilities, a publie utility holding company whose subsidiaries are serviced 
by Ebasco, was at one time a subsidiary of Electric Bond & Share, but at the 
present time is an independent regional holding company system. (See p. 7.) 

. Based on a proposal submitted by EEI in which Ebasco estimated that a 
four-unit powerplant capable of supplying a firm load of 427,500 kilowatts would 
cost $70 million, AEC decided to obtain 50 percent of its power requirements for 
Paducah from EEI. (See p. 11.) 

3. One month later AEC increased the EEI firm load to 500,000 kilowatts, 
aid Ebasco inereased its cost estimate to $87 million, which estimate was used 
the definitive contract. AEC executed what amounted to an open end cost- 
ype contract with EEI on May 4, 1951, for 500,000 kilowatts of power. On 
(ctober 14, 1952, AEC executed a similar type contract with EEI for 235,000 
tilowatts of additional power, which agreement required EEI to add a fifth and 
axth unit to its plant. (See pp. 11 and 12.) 
4. Ebasco progressively increased its construction cost estimate for the first 
lour units until April 1953 when it reported a cost estimate of $130 million to 
EEI. EEI immediately took over direct control of construction, and shortly 
_ after terminated Ebasco’s construction services entire ‘ly. (See pp. 13 and 
5. Ebaseo, EEI, EEI’s consultants, and AEC have all issued reports which 
discuss Ebasco’s increases in its construction cost estimates. (See p. 14.) 
6. Based on our review, we are of the opinion that the basic reasons for the 
lereases in Ebasco’s estimates are: 
(a) The original estimate was based on inadequate information. 
(6) The labor problems encountered were greater than anticipated. 

2 4 The management activities at the site were not adequately performed 
see p. 17.) 

i. The indicated cost of the Joppa administration building is $82 per square 
‘ot. We have been informed that a reasonable cost for an administration building 


‘$20 to $24 per square foot. (See pp. 20 and 21.) 
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8. The total increase in the estimated cost of the Joppa powerplant js 3 
million. Because of the nature of the open end cost-type contract, AEC will 
bear the major portion of this additional cost. The increase in AEC’s annual 
power costs estimated to result directly from the construction cost increas ; 
$2.5 million, or $62.5 million over the 25-year life of the contract. (See p. 2). 

9. It is EEI’s opinion that, as a result of Ebasco’s defective cost estima 
KEI incurred excess financing costs of approximately $5 million because it w.. 
forced to borrow additional funds at a rate of interest which was the highest pgij 
by any utility in a decade. (See p. 22.) a 

10. There was a 50-generator months’ delay in the commercial operation , 
the first four units of the Joppa plant which delay forced AEC to incur ex; 
power costs during the construction period in an amount estimated to exces 
$8 million. The AEC-EEI contract does not penalize EEI for failure to get ;} 
units in commercial operation on the dates stated in the contract. (See p. 22 

11. There were delays in Ebasco’s submission of cost information. Apparent) 
one reason for this was the split in responsibility between the Ebasco Joppa staf 
and the Ebasco New York staff. (See p, 23.) 

12. EEI’s independent public accountants have questioned the propriety of 
almost $500,000 of Ebasco’s billings to EEI for services rendered. Such billings 
to EEI totaled approximately $5 million. (See p. 24.) 

13. At the present time the amounts of Ebasco’s fee as well as Ebasco’s billings 
for services are in dispute. EEI has proposed a compromise settlement to AEC. 
providing, so AEC informs us, essentially that Ebasco not be allowed a profit oy 
its construction work but would be allowed a profit on its engineering work. 
AEC has advised EEI that the minimum negotiated settlement that it can accept 
without court action, is one under which Ebasco would receive no profit for its 
services on the Joppa project. (See p. 26.) 

14. The current status of Ebasco on AEC power projects is (1) Ebaseo js 
essentially completed at EEI, (2) Ebasco is the independent engineer at OVEC, 
and (3) Ebasco is being considered for design engineering and construction mav- 
agement by MVGC (the Dixon-Yates group). (See pp. 26 and 27.) 


CONCLUSIONS 


Based on the findings set forth in this report, it is our opinoin that the best 
interests of the Government would be served if AEC decided to take the following 
actions with respect to Ebasco’s participation in Government work. 

1. Develop completely, for the record, all of the aspects of the disagree- 
ment between EEK! and Ebasco pertaining to the amounts of Ebasco’s fee 
and Ebasco’s billings for service, and accomplish a timely settlement in the 
best interest of the Government (we believe it is important to point out that 
based on discussions with AEC officials, we believe that AEC’s planned 
actions are in accordance with this conclusion). 

2. Defer consideration on Ebasco’s participation in any work on the 
MVGC plant if MVGC recommends Ebasco prior to a satisfactory settle- 
ment of the EEI disagreement with Ebasco. 

3. Withhold approval of Ebasco’s participation, if recommended by 
MVGC, even after a satisfactory settlement unless MVGC will give AEC 
contractual assurance that any increase in the actual cost of construction 
of the facilities over the contract estimate of $104,115,000 will not be in- 
cluded in the cost of power taken by the Government. 


CHRONOLOGY OF SIGNIFICANT EVENTS 


Owing to the long period of time covered by these comments, we believe tha! 
at the outset a chronology of some of the significant events will be helpful to the 
reader. It should be pointed out that the events listed below are more adequatel) 
described in our comments and that the listing does not include all of the signit- 
cant events that we discuss in our comments. For convenience we have divided 
the listing into three parts: (1) Base Paducah power contracts, (2) expansie! 
Paducah power contracts, and (3) termination of Ebasco’s construction services 


Base Paducah power contracts: 
October 18, 1950: AEC requested proposals from TVA and from America 
Gas & Electric Co. 
November 3, 1950: AEC received proposals from TVA and from A. G. & E. 
November 7, 1950: Sargent and Lundy developed estimated costs for col 
structing and operating an AEC-owned powerplant. 
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November 8, 1950: AEC decided to award the power supply contract to 
TVA. 

November 13, 1950: Initial meeting held with representatives of private 
utility companies. 

November 21, 1950: Initial proposal received from private utility companies 
to supply 100 percent of the power requirements. 

December 1, 1950: AEC rejected the initial proposal of the private utility 
companies, but expressed interest in receiving another proposal for 50 
percent of the power requirements. 

December 6, 1950: Hearings held on AEC and TVA supplemental appro- 
priations. 

December 7, 1950: Revised proposal, containing Ebasco’s construction cost 
estimate of $70 million, received from private utilities companies. 

December 13, 1950: AEC decided to obtain 50 percent of its power require- 
ments from EEI and 50 percent from TVA. 

December 14, 1950: Additional hearings held on AEC and TVA supple- 
mental appropriations. 

January 23, 1951: Ebasco prepared a construction cost estimate totaling 
$87 million. 

March 6, 1951: EFI executed a contract with Ebasco for engineering and 
construction services. 

May 4, 1951: AEC executed a contract with EFI for 500,000 kilowatts of 
power, 

July 31, 1951: Ebasco increased its construction cost estimate to $96,915,000. 

Expansion Paducah power contracts: 

January 1952: AEC requested bids from TVA and from EEI. 

February 1952: AEC received proposals from TVA and from EFI. 

May 20, 1952: AEC decided to obtain 75 percent of its power requirements 
from TVA and to request a bid from EFI for the other 25 percent. 

June 6, 1952: Ebasco increased its construction cost estimate for the first 4 
units to $103,306,000. 

June 11, 1952: AEC received EEI’s proposal. 

September 24, 1952: AEC decided to obtain 25 percent of its power require- 
ments from EEI. 

October 14, 1952: AEC executed an interim agreement with EEI for 235,000 
kilowatts of power. 

mination of Ebasco’s construction services: 

December 19, 1952: Ebasco increased its construction cost estimate for the 
first 4 units to $108,600,000. 

February 27, 1953: The EEI board of directors approved Ebasco for engi- 
neering and construction of two additional units. 

April 23, 1953: Ebasco reported to EEI board of directors that its construc- 
tion cost estimate for the first 4 units had been increased to $130 million. 
The board decided (1) that EEI should take over direct control of con- 
struction immediately and (2) that consultants should be engaged to 
investigate and report on construction costs. 

May 4, 1953: EEI advised AEC of plans to change the management of the 
Joppa construction project. 

July 1, 1953: EEI and its consultants concurred on a reorganization plan 
for the Joppa job. 

July 3, 1953: E®I1 advised AEC of plans for reorganization of the Joppa job. 

July 23, 1953: AEC executed modification No. 6 to its base contract with 
EEI. This modification generally covers the provisions of the interim 
agreement executed October 14, 1952. 

July 29, 1953: The EEI board of directors voted (1) to terminate Ebasco’s 
contract for engineering and construction and (2) to enter into new arrange- 
ments with Ebasco for completion of engineering work. 

August 5, 1953: Announcement ma/e that the Bechtel Corp. had been chosen 
to complete construction of the Joppa steam plant. 

September 4, 1953: EEI’s consultants issued ‘‘preliminary”’ report on Joppa 
construction costs. 

March 26, 1954: EEI’s independent public accountants issued a report 
questioning Ebasco’s billings to EEI. 

May 20, 1954: AEC held a meeting with EEI to discuss the propriety of 
Ebasco’s billings to EEI. 

October 5, 1954: EEI transmitted its consultants’ “preliminary”? report to 
AEC on request. 
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February 18, 1955: EEI submitted to AEC the elements of a proposed eo, 
promise settlement of its controversy with Ebasco. q 

March 10, 1955: AEC advised EEI, in effect, that a settlement on the 
posed basis was not acceptable. 
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The following are our detailed comments. 


E.tectric Bonn & SHaRE (EBASCO) Mupp.Le Sours Umiuiries 


Mi 

Ebasco Services, Inc., is a wholly owned subsidiary of the Electric Bong dag” M 
Share Co. At least three men—Curtis E. Calder, George G. Walker, and T ¢ gggee?*! 
Westcott—are directors in both of these organizations. Middle South Utilities amme®™ 
Inc., was initially a registered holding company subsidiary of the Electric Boyd Louls 
& Share Co.; however, since December 1949, when Electric Bond & Share dist"! 
buted and sold its holdings in the company, Middle South Utilities has becon, BEC 
an independent regional holding company system. All three companies hays *0"t! 
their principal offices at 2 Rector Street, New York City. A brief history of thagmgecd™ 
three companies is given below. woh 
stock 

Electric Bond & Share Co. wh 


The history of Electric Bond & Share goes back to the turn of the century 
when, in 1905, the General Electrie Co. organized the Electric Bond & Share (‘, 
as a wholly owned subsidiary. Twenty years later, General Electric distributed 
to its stockholders all of the Electric Bond & Share Co.’s stock that it owned, 
thus divesting itself of control. 

The Electric Bond & Share Co.’s system grew and was the largest system t 
register under the Holding Company Act. At the time of its registration j 
1938, it controlled 121 domestic subsidiaries including 5 major subholding com 
panies with combined assets of nearly $3.5 billion. As a result of numerou 
reorganization plans and proceedings before the Securities and Exchange Com 
mission and the courts, the Electric Bond & Share Co. had reduced its holding V 
by December 31, 1954, to interests in four companies: Ebasco Services, Inc. (1)!!! 
percent), Two Rector Street Corp. (100 percent), American and Foreign Powergmm'o"® 
Co. (54.6 percent), and United Gas Corp. (11.2 percent) plus other miscellaneous 4 
investments. Electric Bond & Share’s fourth quarter report for 1954 places agg low 
valuation of $153,725,900 on the above investments. The SEC has approved agg!” 
Final Comprehensive Plan (the Plan) for Electric Bond & Share’s conformance)! 
with the requirements of the Holding Company Act. The company’s fourti Zt 
quarter, 1954, report states: sibil 

The company intends to seek a definitive exemption from provisions of thegm™ )!a 
Holding Company Act to become effective upon completion of the steps provided ablo 
forinthe plan. If such exemption is granted it is contemplated that the companygmy® ©& 
will become a registered investment company and as such will be subject to t! deliv 
provisions of the Investment Company Act of 1940. fair 

Electric Bond & Share’s annual report (U5S) for 1953 filed with SEC shows Pow’ 
that there were approximately 38,000 holders of record of Electric Bond & Shara *'?P 
Co.’s outstanding common stock and that the largest holding was 80,000 shareqim ®t" 
or 1.52 percent of the outstanding 5,250,000 shares. 
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Ebasco Services, Inc. 


According to the 1951 annual report of Electric Bond & Share, the history 0 
the Ebasco organization also goes back to 1905 when the staff of Electric Bond & 
Share recognized the advantages of a centralized service organization and esta)- 
lished such an organization to render a wide range of services to public utility 
companies in the Hlectric Bond & Share system. In November 1935, as a resul 
of the Holding Company Act of that year, Ebasco Services, Inc., was organized 
for the purpose of segregating the service operations performed by Electric Bond 
& Share for associated companies in the utility field. During the years following 
its corporate inception in 1935, Ebasco continued to function as a service orgal 
ization. 

After Electric Bond & Share started divesting itself of control in a large number 
of domestic public utility companies, it decided that Ebasco’s services s!ould be 
made available to public utility companies outside of the Electric Bond & Share 
system. This decision is noted in the 1951 annual report of Electric Bond & 
Share Co. on file with the SEC, from which we quote: 

“Faced with the necessity, under the terms of the Holding Company Act, 0! 
disposing of such companies in the United States, the decision was made in 14 
that the most feasible means of preserving for the Bond & Share stockholders 
the valuable aggregation of talent represented by Ebasco, was for Hbasco \ 
begin to render services to companies outside of the Bond & Share system. 
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Ebasco’s annual form U-—13-—60 filed with SEC for the vears 1950 through 1953 
each state that the principal public utility holding companies whose subsidiaries 
gre serviced by Ebasco are: American & Foreign Power Co., Middle South 
(tilities, and Texas Utilities Co. These three holding companies are, or were at 
one time, a part of the vast Electric Bond & Share system. 


Middle South Utilities, Inc. 

Middle South Uvilities, Inc., is a relatively new holding company system created 
in May 1949 as a result of the liquidation of the Electric Power & Light Co,, a 
subsidiary of Electric Bond & Share. SEC ordered Flectric Power & Light to 
exchange is holdings in 4 electric operating subsidiaries (Arkansas Power & Light, 
Louisiana Power & Light, Mississippi Power & I ight, and New Orleans Public 
Service) and certain other assets for the entire initial issue of Middle South stock. 
SEC also ordered Electric Power & Light to distribute its holdings in Middle 
South to its security holders. Under this distribution Flectrie Bond & Share 
acquired 16.2 percent of the stock of Middle South but by the end of 1949, Elec- 
trie Bond & Share had distributed or sold all of its Middle South stock to its 
stockholders. 

Mr. Edgar H. Dixon is president of Middle South. He and all of the other 
executive officers of Middle + outh have been cfficers or associated with the various 
companies which formally made up the Electric Power & | ight interest. 

Middle South is one of the 5 sponsoring companies of EEI, owning 10 percent 
of EEI’s outstanding stock, and is the principal sponsor of MVGC, owning 79 
percent of MVGC’s outstanding stock. Both EEI and MVGC were organized 
for the same purpose—to build and operate an electric powerplant and to supply 
the Government a large block of electric power under a 25-year contract with 
AEC. 

SELECTION OF PowER SuPPLIERS FOR PADUCAH 


Our review of the available record indicates that the selection process was 
initiated October 18, 1950, when AEC, acting on a recommendation of the Na- 
tional Security Resources Board, requested the American Gas & Electric Co. and 
aid TVA to submit proposals covering the supply of approximately 850,000 
kilowatts of power for its proposed Paducah plant. The NSRB’s recommenda- 
tion contemplated the possibility that the two organizations would develop a 
joint proposal. 

The proposal received from the American Gas & Electric Co. rejected the pos- 
sibility of entering into any joint arrangements with TVA or of building a power- 
plant near Paducah. American Gas & Electric did propose, however, to supply 
ablock of firm power of from 150,000 to 300,000 kilowatts by adding two units to 
an existing powerplant 255 miles from the site. The TVA proposal provided for 
delivering the required amount of power at rates which AEC considered to be 
fair and reasonable and for constructing additional facilities including a new 
powerplant near Paducah. AEC considered a third possibility for the power 
supply by employing the engineering firm of Sargent and Lundy to develop the 
estimated costs of constructing and operating anAEC-owned powerplant at the site. 

The Commission, in a meeting on November 8, 1950, considered the various 
proposals and by a majority vote decided to assign to TVA the power-supply 
responsibility in accordance with its proposal and to support TV.A’s request for 
funds before the Bureau of the Budget. The dissenting voter, however, Com- 
missioner Thomas E. Murray, contacted several private utility companies 
garding the submission of an independent proposal. 

The initial meeting between AEC and representatives of private utility com- 
panies was held November 13, 1950, and the companies invited were Middle 
South Utilities, Union Electric Company of Missouri, American Gas & Electric, 
Public Service of Indiana, Illinois Power Co., and Kentucky Utilities. Mr. Tony 
G. Seal, vice president of Ebasco Services, Inc., also attended the meeting at 
the request of Mr. Edgar H. Dixon, president of Middle South Utilities. As a 
result of this meeting, a week later Mr. Dixon submitted, on behalf of the pri- 
vate utility companies, a letter outlining a basis for developing a power supply 
855,000 kilowatts by forming a new company, the stock of which would be 
owned by five private utility companies, and by building a million-kilowatt 
Powerplant near Paducah. 

Because of the pressing need to submit budget estimates, the Commission on 
November 21, 1950, reconsidered its earlier decision and reaffirmed its intent to 
ward the power contract to TVA. 

On November 27, 1950, AEC held separate meetings with TVA and with the 
Private utility companies to review their proposals. The AEC minutes of the 
heeting with the private utilities contain the following excerpts: 
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“Selection of the design and construction contractors has not been made. Dixon 
indicated that Middle South would back Ebasco for the job. The other com- 
panies did not indicate concurrence or noneoncurrence. 

“The estimated time schedule as prepared by Ebasco Services was presente 

as the official schedule prepared by the group. The schedule satisfies the nee 
but appears to be extremely difficult to accomplish.” 
After the meeting AEC prepared an evaluation of the proposals of the two 
groups. One point that bothered AEC was the private utilities’ construction cos 
estimate of $125 million, since the TVA estimate was $139 million and the Sargent 
& Lundy estimate was $153 million. In preparing the evaluation, AEC assumed g 
construction cost estimate of $139 million for the private companies (this split 
the difference between the private utilities estimate and the Sargent & Lundy 
estimate and equaled the TVA estimate). The evaluation indicated that the 
TVA proposal would result in an annual bill to AEC of approximately $2 million 
less than would result from the private utilities’ proposal 

On the next day AEC again met separately with TVA and the private utilities 
to review the evaluation. Minutes of the meetings indicate that TVA generally 
agreed with the evaluation. At the meeting with the private utilities, however. 
Mr. Seal objected to the end that the Ebasco estimate of $125 million for eon- 
structing the plant was adequate. The minutes indicate that all the other repre- 
sentatives of the private utilities, except Mr. Dixon, were impressed by the Sar- 
gent & Lundy estimate and felt that the compromise assumption to use $139 
million as a basis for the evaluation was fair. 

On the following day, November 29, 1950, AEC received a telegram from Mr, 
Dixon stating that his group did not feel that AEC’s evaluation was fair to them 
and that he was submitting his own summary. Mr. Dixon’s primary complaint 
involved AEC’s increasing the construction cost estimate. The following is 
quoted from the telegram: 

“First, we definitely do not agree with the staff’s restatement of our $125 million 
proposal at the TVA figure of $139 million. The cost of a powerplant depends 
not alone upon capacity but also in a large measure upon design, structure, and 
similar items. Our estimate of $125 million was made by Ebasco whose exper- 
ience in this field cannot be surpassed. We see no reason to recede from this 
estimate.” 

The Commission, in a meeting on December 1, 1950, again reaffirmed its decision 
to award the power supply contract to TVA, but expressed interest in recei\ ing a 
proposal from the group of private utility companies for a supply of 50 percent of 
the power requirements. 

On December 4, 1950, AEC wrote Mr. Dixon and requested a new proposal 
from the private power companies for supplying one-half of the necessary power 
The next day representati\ es of AEC met with the private utility representatives 
in the New York offices of Middle South Utilities and Ebasco Services to facilitate 
the preparation of a revised proposal. At this meeting AEC was informed that 
a new company called Electric Energy, Inc., was being incorporated and that, 
while the construction cost estimate was not complete, preliminary figures indi- 
cated a total cost of $65,300,000 for the plant. 

AEC testified before a subcommittee of the House Appropriations Committee 
on December 6, 1950, in support of its request for supplemental appropriations 
the largest item in the reouest being the Paducah project. AEC’s printed justi- 
fication contained the following statement: 

“Tn addition to the amounts provided in this estimate, the proposed supple 
mental estimate for the Tennessee Valley Authority includes amounts for the 
construction of additional power facilities, which are essential to the Commission * 
expanded program.” . 

The private utilities group submitted its revised proposal on December 7, 199! 
Although the negotiation files we reviewed did not indicate that an evaluation 
study, as such, was prepared, the files do contain a narrative writeup which indi- 
cates that the revised proposal eliminated the major part of the cost differential 
that had previously favored the TVA proposal and that ‘consequently, one-half 
of the power could therefore be secured from the private utilities for essentially 
the same cost as from TVA.” “e 

The revised proposal of the private utilities was reviewed by the Commission 
on December 13, 1950, at which time the Commission agreed that the propos! 
was attractive and requested that negotiations of a definitive contract with the 
private utilities for the supplv of 50 percent of the power be started. 

Additional hearings were held the next day by a subcommittee of the House 
Appropriations Committee. At these hearings the following information W® 
presented: (1) AEC had decided to obtain 50 percent of its power requirements 
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‘om EEI and 50 percent from TVA, (2) the cost estimates and schedules on 
vhich the EEI proposal was based were prepared by Ebasco, (3) the cost of 
nower from EEI was estimated to be 3.57 mills per kilowatt-hour (4) the EEI 
nlant was estimated to cost $70 million, and (5) the EEI proposal was “just 
ybout the same” as the TVA proposal. 

During the following 4 months there were numerous meetings and much 
correspondence between AEC, EEI, and Ebasco which culminated in AEC 
executing a definitive contract with EKI on May 4, 1951, for 500 000 kilowatts 
of power. This contract provided for supplying power essentially on a cost basis; 
however, it did not provide any limit on the cost of power to AEC nor did it give 
AEC any effective method of controlling the construction cost of the powerplant, 
which cost is a major element in the cost of power to AEC. 

Approximately 6 months later (November 1951) AEC started negotiations for 
additional power needed at Paducah. In January 1952 EEI and TVA were 
requested to furnish proposals covering the supply of 940,000 kilowatts of power 
or any part thereof. Both groups submitted proposals in February, with EEI 
submitting subsequent proposals in March and April. AEC’s economic evaluation 
of the various proposals from the two groups showed that the TVA proposals 
were more favorable. 

The Commission, on May 20, 1952, took the following actions: (1) approved 
the assignment to TVA of the responsibility for furnishing 75 percent of the 
additional power required, (2) rejected the KEI proposals, and (3) invited a 
revised proposal from EEI for furnishing the remaining 25 percent of the additional 
power required. 

EEI submitted a revised proposal on June 11, 1952, and after a 3-month 
period of negotiations, the Commission approved EEI for supplying 25 percent 
of the additional power required. AEC and EEI executed an interim agreement 
for 235,000 kilowatts of power on October 14, 1952. 


Esasco’s Construction Cost EstTiIMATES 


As noted above, during the negotiations of the EEI base contract Ebasco gave 
\EC preliminary figures which indicated a construction cost estimate of 
$65,300,000, and in the proposal of December 7, 1950, the Ebasco construction 
cost estimate was $70 million. One month later the cost estimate was increased 
to $87 million which is the estimate used in the definitive contract. While AEC 
requested an increase in the powerload and approved an increase in the size of the 
generating units after receipt of the proposal, the major part of the increase 
appears to have resulted from a reevaluation of the original estimate. 

Ebasco progressively increased its construction cost estimate for the first 4 
wits until it reached $128,500,000 at May 12, 1953. Shortly thereafter EEI 
terminated Ebasco’s construction services. The $128,500,00C estimate was a 
{/.7-percent increase over the $87 million contract estimate and an 83.6-percent 
increase over the $70 million proposal estimate. 

_ The expansion program required EEI to add two units to its plant. Ebasco’s 
nitial construction cost estimate for units 5 and 6, made in July 1952, was $52 
million. This estimate was increased in February 1953 to $59,315,000, or a 
l4.1-percent increase over the original estimate. 

A chronological summary of Ebasco’s various construction cost estimates, 
ee date of preparation and the percentage of work completed as of that 
date, iollows: 


Difference Difference 


Estimate ao : 
timat over original over previous 


January 1951 (contract estimate) __- , cat $87, 000, 000 2 

July 1951 (10 pereent completion) _ _- 96, 915, 000 $9, 915, 000 $9, 915, 000 

December 1951 (20 percent completion) - —- 98, 950, 000 11, 950, 000 2, 035, 000 

June 1952 (30 percent completion) 7 , --| 103, 306, 000 16, 306, 000 4, 356, 000 

December 1952 (55 percent completion) -_____- sail 108, 600, 000 21, 600, 000 5, 294, 000 
_ 1953 (70 percent completion) __- a cook a 128, 500, 000 41, 500, 000 19, 900, 000 

Sd to 6: 

July 1952 (contract estimate) ______- : ; 52, 000, 000 ’ 

February 1953 (work not started) _ _-- ~ esacece| ~OO-345, 008 7, 315, 000 7, 315, 000 


Por the purpose of completing the record, we are including both the original 
“nstruction cost estimates made by the Bechtel Corp., the firm that assumed the 
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construction activity, and the most current Bechtel cost estimates as of the 


of our field work, January 1955. date 
Unsts 1 to4 
January 1954 (75 percent completion) __.--_._._.-__.---_-____- $130, 204, 009 
November 1954 (98 percent completion) _.__...._-_-_-- oh ea 127, 970, 009 
Units § tog 
January 1954 (6 percent completion) __-_--_----------------- - $67, 000, 009 
November 1954 (30 percent completion) __.---.---.------------ 64, 500, 009 


TERMINATION OF EBasco’s CONSTRUCTION SERVICES 


The progressively increasing construction cost estimates soon became a matter 
of concern to the board of directors of EEI. The minutes of the February 6, 1959 
meeting of the board of directors contain the following statement: ; 

‘“‘He (Mr. McAfee, the president of EEI) stated that both the extent of expendi. 
tures and the rate of progress have become matters of serious concern to members 
of the board and that in recent weeks he and other members of the board haye 
devoted substantial time to the study of these problems and their possibje 
solution.” 

As noted before, Ebasco increased its construction cost estimate for the first 4 
units to $108,600,000 in December 1952. Among other things, this created g 
financial problem since EEI’s financial plan filed with SEC only provided for 
funds of $103,500,000. This latter amount represented $3.5 million of equity 
capital invested by the sponsoring companies, plus $100 million borrowed from 
2 insurance eompanies—$50 million from the Prudential Insurance Co. of America 
and $50 million from the Metropolitan Life Insurance Co. During this period 
arrangements were being made by EEI to finance the expansion program, the 
cost of which was estimated to be $52 million for units 5 and 6 plus $1,400,000 for 
working capital. In order to provide for the expansion and to insure completion 
of the facilities in the event of rising costs, EEI filed a financial plan with SEC in 
January 1953, in the amount of $69,700,000. This amount represented $2.7 
million to be invested by the sponsoring companies, $2 million to be borrowed 
from the Guaranty Trust Company of New York, and $65 million to be borrowed 
from Prudential and Metropolitan. 

We were advised informally by officials of EEI that at the time the $108,600,000 
estimate was submitted, EEI felt the $108,600,000 was a relatively firm figure, 
The basis of this belief was (1) the estimate, in addition to being an increase of 
approximately $20 million over what was originally considered to be a realistic 
estimate, was the first estimate prepared since the design was 100 percent complete, 


(2) all purchases, except minor items, had been made, and (3) the construction j 


itself was then over 50 percent complete. 

In the following month (February 27, 1953), Ebasco reported to the EEI board 
of directors that it had accepted certain recommendations of the board with 
reference to changes in Ebasco’s top management at Joppa. In view of the 
changes made, the board approved Ebasco for the construction of units 5 and 6. 

Two months later (April 23, 1953) Ebasco reported orally to the EEI board of 
directors that it had again increased its construction cost estimate for the first 4 
units, this time by over $20 million from the $108.6 million to $130 million, 
This increase resulted in the board recognizing that drastic action was necessary. 
After discussing the financial and other serious problems created by the new 
estimate, the Board decided that (1) EEI should take over direct control of the 
construction work immediately, (2) EEI should engage some eminently qualified 
consultants in the field of powerplant construction to investigate and report 
generally on the construction and costs of the Joppa plant, and (3) EEI should 
employ a firm of independent public accountants to audit Ebasco’s billings to 
EEI. Officials of EEI advised us informally that, although the Ebasco construc- 
tion services were not physically terminated until July 1953, the decision to ter- 
minate was actually made when Ebasco submitted its $130 million estimate. 

Mr. McAfee advised AEC, by a telephone call on May 4, 1953, that EEI 
planned to change the management of the Joppa construction project and to 
engage consultants to review the project. 

EEI engaged Mr. Roland J. Strasser, retired member of Sargent & Lunday 
and Mr. L. C. Rogers of the Bates & Rogers Construction Corp. as consultants. 
On July 1, EEI and its consultants concurred on a reorganization plan. 0 
July 3, Mr. McAfee advised AEC by telephone of the plan, which was to discharge 
the entire working force and Ebasco on July 10, and to bring in the Bechtel Corp. 


as the new construction contractor. AEC requested a slight delay in the schedule 


1 Although Ebasco reported an estimate of $130 million to the EEI board of directors on April 23, 1%, 
its detailed estimate prepared May 12, 1953, was only $128.5 million. 
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in order to insure the dependable operation of the second unit at Joppa. EEI 
agreed to the delay. sel ; 

“On July 29, 1953, the EEI board of directors voted to terminate the Ebasco 
contract for engineering and construction services and to enter into new arrange- 
ments with Ebasco for completion of the engineering work. The newspapers 
announced on July 31, that the Ebasco contract had been terminated and, on 
August 5, that the Bechtel Corp. had been selected to complete construction of 
the Joppa plant. 

The EEI consultants issued a “‘preliminary”’ report, dated September 4, 1953, 
which apparently was the only written report they issued. We noted that this 
report was transmitted to AEC, at AEC’s request, on October 5, 1954. 


Srup1eEs OF INCREASES IN CoNsTRUCTION Cost ESTIMATES 


Ebasco, EEI, EEI’s consultants, and AEC have all made studies of the increases 
in Ebasco’s construction cost estimate for the first four units at Joppa. These 
studies are identified as follows: 

1. Ebasco (the Ebasco report, February 1953): Ebasco submitted a formal 
report comparing the $87 million estimate with the $108,600,000 estimate and 
explaining the increases. Ebasco has never formally submitted an explana- 
tion of the $19,900,000 increase which resulted in the estimate of $128,500,000, 
although AEC has reported that it has repeatedly requested this information. 
On our visit to Joppa (January 1955) we were given a written explanation of 
the $19,900,000 increase which Mr. T. White, vice president of EEI, advised 
us was based on a telephone conversation with Ebasco, New York. 

2. EEI’s consultants (the Strasser report, Sept. 4, 1953). 

3. EEI (the Smith report, not dated). 

4. AEC (the Paducah report, Jan. 20, 1955). 

There follows a relatively brief summary of the major points made in each of 
these studies and a fifth section which contains our findings and conclusions based 
on a review of these reports and on independent studies. 


The Ebasco report 


The primary reasons that Ebasco cites for the increases are the unfavorable area 
labor conditions and the bad performance by labor. In addition, Ebasco main- 
tains that the labor situation was the basic cause of practically all of the other 
factors which contributed to the increase in the estimate of final costs, 

Ebasco’s explanations can be summarized as follows: 

1. Unfavorable area labor conditions required employment of a large 
percentage of inexperienced workmen and resulted in frequent and extensive 
jurisdictional disputes and work stoppages. 

2. Labor productivity was poor. 

3. Pressure to complete the work, which was behind schedule because of 
the labor situation, resulted in an increase in the labor forces over normal and 
economical requirements. 

4. The longer construction period resulted in higher overhead costs, 
particularly in the interest charges. 

5. There were increases in the cost of both materials and labor. 


The Strasser report 


The stated purpose of this report was to nalyze and report on the $41,500,000 
difference between the original Ebasco estimate of $87 million and the last Ebasco 
estimate of $128,500,000. 

The consultants felt that the original Ebasco estimate was far too low for an 
accounting of the wide spread between it and the $128,500,000 estimate. They 
accepted the November 1950 estimate made by Sargent and Lundy for AEC, 
after making certain adjustments to assure comparability, as a more realistic 
estimate. 

The report’s analysis of the increase can be summarized as follows: 


I. Ebasco’s original estimate considered to be too low by___.-_-_-- $22, 683, 000 
2. Esealations for equipment purchased and for increases in labor 
TRUCK G@Rtamamenee 00 IG. . 8. a omc mcomec aceon eres 7, 350, 000 


3, Excessive construction costs resulting from the poor labor siatua- 
tion and from improper planning or supervision estimated to 
a caceteaaean at Teentaal esate hea eh tanh cite 11, 467, 000 


i atietilt- tr eiiincn akin tet dentnicen cond ben aermenmianeien meine oate canes 41, 500, 000 
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The $11,467,000 is accounted for in the report as the total of (1) $4,042,993 ,, 
increased financing costs due in part to the delay in the construction schedule 
(2) $3,750,000 for the portion of premium (unworked) time that was considered 
excessive for a project of this size, and (3) $3,674,077 for unusually high congtny¢. 
tion costs, of which 11 examples are cited. 

Since this is the only report in which poor management is noted to be a cop. 
tributing factor in the increase in the construction cost, we are listing some of the 
examples cited, even though the report does not attempt to assign a dollar value 
to each example. 

1. The large number of construction buildings (reported to be over 1 
and the character of construction used in these buildings was unnecessary 
and too expensive for their purpose. The probable cost of these constructio; 
buildings was reported to be $5,600,000, which was considered to be q 
excessively high cost. 

2. The locations of many construction buildings were not well planned 
as they had to be relocated as the job progressed, which made for extry 
expense. 

3. Substantial savings could have been made in field supervision which 
cost in excess of $2 million. 

4. There were many changes in the relocation of roads, parking facilities 
and railroad trackage that were attributed to lack of proper planning. 

5. Due to improper protection in the storage yard, extra expense wa 
incurred in the cleaning and rehandling of some material and equipment. 

6. The cost of form work was excessively high, probably due largely to 
improper planning or supervision for reuse of form material. ; 

7. Due to an oversight, the administration building could not be located 
where originally planned, and the final location required an expensive pile 
foundation. 

8. The cost of construction equipment plus the cost of maintaining such 
equipment was over $4 million, which was considered excessive 

9. There was believed to be much inefficiency in the following depar- 
ments which were classified as ‘incidental labor expense’”’: 

Guards, watchmen, janitors, ete________________- ___. $902, 000 
Drinking water, ice, and related expense__--_- ~~~ -- 5 x meade) Se OO 


The Smith report 


This report was prepared by Mr. E. E. Smith, assistant treasurer and assistant 
secretary of EEI, and compares Ebasco’s original estimate of $87 million with 
Bechtel’s initial estimate of $130,204,000. 

Smith’s analysis is related to the following schedule: 


Ebasco, Bechtel, 


Jan. 23, 1951 | Jan. 11, 1954 Inereas 
Land___ ‘ ; ‘ $111, 201 $111, 
Labor. - -- st liek gtr inied $19, 927, 242 | 47, 020, 333 27, 098, tl 
Material 2 : 56, 230,758 | 66, 057, 097 Y, 826, 339 
Indirect costs_ 2, 842, 000 7, 854, 684 5, 012, 684 
Overhead. : 6, 500, 000 12, 327, 619 5, 827, 619 
Omissions and contingencies R 7 . 1, 500, 000 1, 473, 962 —%, (38 
Transfer of common facilities and other costs to units 5 and 6_- | —4, 640, 896 —4, 640, 84 


Total... ss ‘ : : 87, 000, 000 130, 204, 000 43, 204, 0 
| | 


The increase in labor of $27,093,091 was attributed to factors which were difficull 
to evaluate at the time of the original estimate and which accounted for substantia 
increases in labor costs. These factors are briefly summarized. 

1. Productivity was verv poor due to the vast construction programs belli 
‘-arried on in the area which made experienced labor difficult to obtain. 

2. There was excessive rainfall during 1951. 

3. There was a large amount of second-shift work which was not considered 

in the original estimate. : 

4. Due to falling behind in the work, efficient scheduling was sacrificed (or 
speed. 

5. Labor disputes resulted in a substantial number of work stoppages 

6. There was an increase in wage rates between the two dates. 

The increase in material of $9,826,339 was attributed to changes in scope, factors 
not considered in the original estimate, and escalation, No comparison could be 
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made of indirect costs and the increase of $5,012,684 was not explained. The in- 
crease in overbead costs of $5,827,619 was accounted for primarily by the increased 


interest cost of $4,700,000. 


The Paducah report X 

An explanation of the increase in the Ebasco estimates from $87,000,000 to 
§128,500,000 is given as part of a report on EEI Power Contract Administration 
issued on January 20, 1955. 

The explanation in this report generally recites the points in the other reports 
with the emphasis on the labor situation and on changes in scope and under- 
estimating. 

The magnitude of Ebasco’s labor-relation problem is indicated by a summary 
of EEI work-stoppage reports which shows 48 separate strikes during the period 
May 1951 through July 1953, point of termination of Ebasco. These strikes 
caused 964 days of lost time by all crafts, plus considerable additional lost time by 
individual crafts. The report also notes that in November 1954 two union labor 
leaders, Evan Dale and James Bateman, were brought to trial on charges of 
extortion and attempted extortion of approximately $1,030,000 from the Joppa 
Steam Electric Station management personnel. Both men were found guilty 
Evan Dale was sentenced to 15 years, plus a $20,000 fine, and James Bateman was 
placed on a 5-year probation, during which time he is not permitted to become an 
official of a labor organization, and fined $2,000. 


Conclusions and findings 

Based on a review of the above reports and on our own independent studies, we 
are of the opinion that the basic reasons for the increases in Ebasco’s construction 
cost estimates are as follows: 

1. The original estimate was based on inadequate information. 
2. The labor problems encountered were greater than anticipated. 
3. The management activities at the site were not adequately performed. 

Each of these reasons are discussed below. 

Probably the best indication of the limited extent of the information on which 
the original estimate was based is the following excerpt taken from Ebasco’s 
original estimate: 

“At the time this estimate was prepared only preliminary general arrangement 
and some study drawings were available. No final purchase orders had been 
placed on any equipment or materials but major items have been estimated on 
the basis of verbal commitments for a smaller installation or on prices prevailing 
at date of the preparation of the estimate, including anticipated escalation. Labor 
is estimated on two 10-hour shifts 5 days per week at existing labor rates. Esti- 
mate is based on construction schedule calling for trial operation of the first unit 
September 1, 1952, and the last unit March 1, 1953.” 

We believe that the reference in the above except to ‘“‘a smaller installation” 
is significant. Based on information obtained from FPC, Ebasco designed and 
constructed 27 new steam electric plants in the postwar period, 1946-53. Of 
the 62 individual units constructed, 1 unit had a nameplate rating of 125,000 
kilowatts, 1 unit had a nameplate rating of 100,000 kilowatts, and the other 60 
units had nameplate ratings of less than 100,000 kilowatts. No individual plant 
had a capacity as high as 400,000 kilowatts. The original estimate for the Joppa 
plant was based on units with a 125,000-kilowatt nameplate rating and on a 
plant with a 625,000-kilowatt capacity. The above statistics on Ebasco’s post- 
war activity through 1953 includes only new plants and does not include addi- 
ions to existing plants, which information we understand is not readily available. 
Furthermore, we have learned from FPC and AKC that at the time Kbasco pre- 
pared the original estimate there were few if any companies which had had much 
experience in designing powerplants with such large units. 

Accordingly, it seems reasonable to conclude that an estimate of the cost of 
constructing a plant, with units of such unusual size, based on only preliminary 
plans and some study drawings and without any detail design specifications or 
ther firm data, could at best have been only a rough guess. As it turned out, 
the estimate was too low—very much too low. 

Some of the studies explained that part of the material cost increase was due 
'o escalation and to changes in scope. We noted that the original estimate pro- 
vided for “anticipated escalation’”’; therefore, escalation should not be a legitimate 
# ‘Xplanation for part of the increase unless one states that the estimate did not 
adequately provide for escalation. Also, we do not agree that all of the numer- 
ous Items listed as ‘‘change in scope”’ are actually changes in scope. For the 
host part they appear to be examples of inadequate estimates which did not 
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become apparent until detail designs were available. The largest “changp i 
scope,” moneywise, was a $1,730,000 addition for an earthquake design facto, 
We determined from TVA Shawnee personnel that the area was an eart houshs 
area, and that such a factor should be provided for in an estimate. We do net 
believe, therefore, that such an incredse resulted from a change of scope byt 
rather, resulted from inept estimating. 

The second basic reason, in our opinion, is that the labor problems encounters 
were greater than anticipated. The record supports the fact that the Joppa jo 
had substantial labor difficulty, both from work stoppages and from low prodye. 
tivity. The increase in labor cost is further aggravated by the fact that labor 
cost, in the original estimate, was based on a 2-shift, 5-day workweek at existine 
labor rates, with apparently no provision for premium time or wage increase 
According to the Strasser report, the total amount paid for premium time was 
$5,750,000, of which $3,750,000 was considered excessive for a plant of Joppa’s 
size, and, according to the Smith report, the wage rates for most crafts increased 
20 to 30 percent during the 2-year period. 

While we do not intend in any way to minimize the effect of labor difficulty jy 
explaining the increase in the cost estimates, we do not believe that labor difficulty 
alone is responsible for all of the increase. While the actual effect, in our opinion, 
is impossible to measure, we believe that some of the studies give too much 
emphasis to the effect of the labor difficulties. 

First, it should be realized that work stoppages were not confined to the Illinois 
side of the Ohio River. The other two projects that were being built in the same 
area—the AEC Paducah atomic plant and the TVA Shawnee powerplant—ako 
suffered from work stoppages. As noted previously there were 48 strikes a 
Joppa resulting in 96% calendar days of lost time for all crafts, plus approximatel 
60 calendar days of lost time for individual crafts. Based on information supplied 
to us by TVA, during the same period there were 33 strikes at Shawnee resulting 
in 11 calendar days of lost time for all crafts, plus approximately 120 calendar days 
lost time for individual crafts. While it is obvious that the magnitude of the 
work stoppages at Joppa was greater than at Shawnee, it is apparent that Shawnee 
also suffered a substantial number of work stoppages. AEC has reported, how- 
ever, that TVA has informally advised it that the first 4 units at Shawnee were 
completed within TV A’s original cost estimate of $88,500,000. 

Second, a specific example where we believe that too much emphasis was given 
to labor difficulty was in Kbasco’s informal explanation of the $19.9 million increase 
from its $108.6 million estimate to its $128.5 estimate. Ebasco attributed a 
$9 million increase in the installation cost of the production plant (an increase 
from $27 million to $36 million) to “the low unprecedented labor productivity” 
and “the long work stoppage in January” (1953). While the work stoppage 
referred to was major and involved all crafts for a 15%4-day period, we find it 
difficult to conceive that such a work stoppage would account for a $9 million 
increase, particularly since it resulted in a 334% percent increase in an estimate 
which was made when construction was more than half complete. We give little 
weight to the “unprecedented low productivity” factor, since at the date that 
the $108.6 estimate was prepared, December 1952, there had been 33 work stop- 
pages plus considerable evidence of low productivity. It therefore appears that 
the estimators should have been alerted to and allowed for “low productivity.” 

The third basic reason, in our opinion, is that the management activities at the 
site were not adequately performed. Numerous examples of poor planning and 
supervision were cited in the Strasser report and have been listed previously. 
An AEC report of a meeting between AEC and EEI officials notes that HEI 
maintains it called Ebasco’s attention to many mistakes made in the design and 
construction of the project and that in its opinion EEI could establish that much 
of the excess cost of construction was due to poor supervision by Ebasco. 

In addition, we believe that the Ebasco management at the site cannot avoid 
some of the responsibility for the abnormal amount of labor difficulty experienced. 
Two examples, in addition to the points previously made, are given to illustrate 
that productivity was unusually low. The EEI consultants indicated in their 
report that while a lower than average productivity was to be expected in this 
area, they had observed productivity on their visits and it seemed ‘“‘extraordinaril) 
»00r.”’ Also, information obtained from AEC files indicates that at the time 
REI decided to terminate Ebasco’s construction services, ‘‘only 2 or 3 men oul 
of every 10 on the Joppa job were working.”’ - 

The final point to substantiate our opinion that Ebasco’s management activity 
at the site was not adequately performed is the history of the job after the 
Bechtel Corp. assumed responsibility for construction. Within 2 weeks after 
Bechtel started construction there was a work stoppage that lasted 20 days; 
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however, since the settlement date of that initial work stoppage, October 16, 1953, 
the job has proceeded without any labor difficulty. We believe the situation was 
well summarized by Mr. Richard Cook, now. Deputy General Manager of AEC, 
when, in testifying on the Joppa job before a subcommittee of the House Appro- 
priations Committee in March 1954, he stated: 

“In retrospect, 1 believe that the experience that has been enjoyed by Bechtel 
Corp. since they have assumed responsibility for the construction has indicated 
that they have the management and experience and know-how to avoid the 
difficulties that were previously encountered which caused labor-management 
disputes and strikes,” ; . ; 

During our review of the increases in the Ebasco cost estimates we made as 
many independent determinations as we thought were feasible. One of our most 
startling findings concerns the exorbitant cost of the administration building and 
the equipment repair building at Joppa. While we appreciate that the cost of 
these buildings is not significant when compared to the total cost of the Joppa 
steam plant, we believe that a discussion involving a cost analysis of an everyday 
building will be better understood and, therefore, more informative than a discus- 
sion involving the cost of something as technical as a steam electric plant. In 
addition, Ebaseo’s experience with these buildings appears to be typical of its 
experience with the powerplant. be 

Ebasco estimated that the direct costs of the admir¥tration building at Joppa 
would be $159,000, or $33 per square foot for 4,800 square feet. 

The direct costs of the administration building as éf December 31, 1954 (at 
which date the building was essentially complete), was $299,795 or $62 per 
square foot. This is almost a 90 percent overrun. In addition, the most current 
cost estimate of the Joppa plant shows that indirect costs plus overhead are 
30.8 percent of direct costs. By adding $92,337 (or 30.8 percent of $299,795) to 
the direct costs of $299,795 an indicated cost of $392,132 or $82 per square foot 
is obtained for the Joppa administration building. 

AEC officials at Oak Ridge advised us that $20 to $24 per square foot would be 
areasonable cost for an administration building. Figures given us by AEC show 
that the cost of the administration building at Portsmouth, an admittedly austere 
structure, was $15.62 per square foot and that the preliminary estimate for the 
Weldon Springs administration building is $18 per square foot. 

We inspected the building and in our opinion it is not an elaborate structure. 
Ebaseo’s estimate of July 31, 1951, describes the buidling as follows: 

“Single-story building 116 by 41 feet by 13 feet high, concrete block and brick- 
veneer construction with precast concrete sills and coping on structural steel frame. 
Foundation of reinforced concrete footings and grade beams with concrete floor 
slabs at grade. Roof concrete with 2-inch foam glass insulation and builtup 
roofing. Interior partitions of 4-inch cinder block and removable steel panels. 
Interior masonry walls are plastered and ceilings are suspended acoustical tile. 
Windows steel sash, door hollow metal and the walls also contain some glass block 
panels. Offices are air conditioned and heating and ventilating, plumbing, light- 
ing are included.” 

When we brought the cost of this building to the attention of the manager of 
the AEC Oak Ridge operations office, he immediately ordered that an audit be 
made of costs incurred through December 31, 1954. The Oak Ridge auditors 
sted a report, dated February 7, 1955, and the only errors they noted were minor 
and involved approximately $3,000. The auditors’ report states that they were 
wable to determine the specific reasons for the increase and turned the pertinent 
plans and available cost data over to an AEC engineer. The engineer could 
conclude only that labor and installation costs were excessive. 

Of the $299,795 direct costs incurred through December 31, 1954, $291,381 
were incurred by Ebasco as of July 27, 1953, its termination date. A schedule 


een Ebasco’s estimate and costs incurred, by broad construction features, 
OLOWS: 
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Ebasco’s Ebasco’s Costs over 
estimate costs Or under (~ 
July 31, 1951 | July 27, 1953 estimate 





| | — 


Substrueture: Excavation, pilings, and concrete. ........---- | $18, 700 $77, 368 $58. 
Superstructure: bai, 
Structural and other steel___.____- yes Ag a ey ee 24, 500 27, 201 bs 
Pee Ne, CREE DID shi hn a skids towed ee 34, 400 52, 283 17 
I Bie 8 i 5 tea 18, 200 18, 926 ae 
I OR I i espe o cathisctndionas a bueute lt 8, 800 17, 873 9 1 
Building equipment: } 
GRE An NOMI occ son Stn = oceenanneneasnde 19, 500 33, 951 14.45) 
ee ee 15, 500 14, 774 _™% 
Lignting enc hating witing............-.... -2.-2+---<<-<-- 10, 000 44, 093 4 0g 
Cleaning, finishing, and painting --______- eiteet atu 9, 400 | 4,912 =4 43 
OR: 5. cats. cekéeadieen l= ttt densncteticadt enn 159, 000 291, 381 132. 38) 


Of the $291,381 of direct costs incurred, $84,218 represents material cost and 
$207,163 represents installation cost. 

A. detail study was made of the cost of the 29 hollow metal doors installed in thy 
building. The material cost of the doors was $3,314 or $114 per door and the 
installation cost was $8,034 of $277 per door. Therefore, the total installed eos 
was almost $400 per door. 

With respect to the equipment repair building, Ebasco estimated that the dire 
cost», exclusive of any ecuipment, would be $119,200 or $42 per square foot for 
2,835 sauare feet. 

The direct costs of the building at December 31, 1954, was $200,623 or $71 per 
scuare foot. After the adjustment is made to add indirect costs and overhead. 
the indicated cost of the equipment repair building, exclusive of any equipment, js 
$262,415 or $93 per sauare foot. 

Based on our analysis of over 50 pereent of the building costs, labor costs repre 
sent approximately 80 percent of the total cost of the building. 


Errects oF Esasco’s PERFORMANCE 


The increase in the construction cost of the plant and the other aspects of 
Ebasco’s performance have two principal effects on AEC’s power supply. These 
effects are (1) there will be a significant increase in the cost of the power to AEC, 
and (2) there was a substantial delay in the commercial operation of the first four 
units at Joppa which resulted in AEC incurring additional power costs. These 
two points are discussed below. 

By letter dated May 19, 1954, the Chairman of the Atomic Energy Commission 
advised Representative Sidney R. Yates that the increase in the estimated cost 
of the Joppa powerplant was $58 million, and that the increase in AEC’s annual 
power costs estimated to result directly from the construction-cost increase was 
$2,800,000. Over the 25-year life of the contract this estimated increase in power 
costs to AEC would be $70 million. Since the date of the Chairman’s letter the 
estimated cost of the Joppa power plant has decreased approximately $7 million 
and AEC has advised us that its current estimate of the increase in annual power 
costs resulting directly from the construection-cost increase is $2,500,000, or $62- 
500,000 over the 25-year life of the contract. 

One element of extra cost that was not passed on to the Government was the 
rise in interest cost resulting from the step-by-step increase in the estimated max 
mum cost of the project over an inordinately long period of time. According to 
an AEC report of a meeting held with EEI officials, EEI advised AEC that it hat 
repeatedly requested Ebasco to furnish it with an estimate of the maximum cost 
of the project but each time it was given a figure that had to be increased ver) 
shortly thereafter. EXEI’s primary concern was to obtain an estimate high enoug! 
to include every possible contingency so that the necessary financing could be 
arranged. It is EEI’s opinion that, as a result of Ebasco’s defective estimates of 
maximum costs, EEI had to incur excess financing costs of approximately * 
million. EEI’s reasoning is that it was forced to borrow additional funds at a 
interest rate of 444 percent, ‘‘which was the highest [rate] paid by any utility in4 
decade,’’ whereas if more realistic estimates had been provided at an earlier date 
the entire funds required for the first 4 units might have been borrowed at the 
3 percent interest rate obtained at the time of EKEI’s initial borrowing. 
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The second effect of Ebasco’s performance was the 50 generator months’ delay 
constructing the units and getting them in commercial operation. A schedule 
owing the delay follows : 


Date of com- 


Date stated | Delay (in 








Unit ~tggre nO mercial oper- | : 
in contract ation months) 
cub nitaeewhh aka aheaeas a esti Oct. 1,1952 | Aug. 1,1953 10 
wip hees bar w tis dale Clara tren a aaebanitabakcnnrs ...| Dee. 1,1952 | Sept. 1, 1953 9 
oe ik i ee a is Ba ee ..-| Feb. 1,1953 | May 1, 1954 15 
a sia dhiooh ihe ee aignio alana = aieiaeeaiToleias > aia .-| Apr. 1,1953 | Aug. 1, 1954 | 16 
Total we ee ee ee en ee renee ennaee- ---- --- wl omer eter nn ne- 50 


One of the results of this delay was that AEC was forced to take a greater 


mount of costly “‘interim power’ than it would have had to have taken if the 


ppa plant had been completed on schedule. ‘Interim power’’ was power 
nerated and delivered to AEC from sources other than the Joppa plant prior to 
mmercial operation of the fourth unit. The cost of “interim power’ prior to 
mpletion of the fourth unit averaged 7.8 mills per kilowatt-hour, whereas the 
st of “permanent power’’ which was generated at Joppa and delivered to AEC, 
s cost less than 4 mills per kilowatt-hour. While we are unable to estimate 
cisely the amount of additional cost that was due to this factor, we believe that 
onservative estimate is that AEC incurred over $8 million in extra power costs 
cause of the construction delay. 

The AEC-EEI power contract does not penalize EEI for failure to get the units 
commercial operation on the dates stated in the contract. AEC, therefore, 
umed the risks of any delay in construction and any delay in getting the units 
work, at least to the extent of bearing the excess cost of obtaining its power from 
urces Other than the Joppa units which were @élayed. 


Epasco’s DeLAyY IN SusMmitTTinGc Cost INFORMATION 


One aspect of Ebasco’s performance that was particularly onerous was that all 
the cost information was not kept at Joppa; therefore, EEI and AEC did not 
ve ready access to the complete cost picture in their efforts to control costs. 
is situation had the effect of delaying Ebasco’s submission of cost information. 
sed on discussions with AEC officials, one reason for this apparently was the 
lit in responsibility between the Ebasco Joppa staff and the Ebasco New York 
nf. 
AEC’s efforts to obtain current cost information were directed to its con- 
nctor, EET, AEC has reported: 
“Numerous discussions were held between AEC officials and EEI management 
neerning the manner of reporting the cost of the Joppa job. Of primary concern 
allof these discussions was the time delay between the development of the cost 
ormation and its being made known to the Atomic Energy Commission.”’ 
ealso noted delays of 4, 7, and 16 weeks between the date of preparation of 
me of the estimates and the date of their receipt by AEC. In fairness to 
asco, it should be stated that we did not determine what portion of these 
lays, if any, was the fault of EEI. 
A clear example of Ebasco’s delay in submitting cost information involves the 
49 million inerease in its December 1952 estimate of $108.6 million which 
ulted in an estimate of $128.5 million in May 1953. 
As indicated previously, Ebasco presented orally a $130 million estimate to 
»EEI board of directors on April 23, 1953. 
The AEC Padueah office, however, was clearly uninformed of such a develop- 
nM, although it apparently suspected something was amiss. The following is 
nan interoffice memorandum from W. D. Miller, Chief of Operations Division, 
the Paducah area manager: 
“On May 12, 1953, I asked Mr. Turner White, Jr., of EEI, if they had a more 
ent cost estimate of the Joppa, Ill., plant than the last one of January 1953, 
. I pointed out to him, as I had several times in the past several months, 
it Ebasco’s reports of expenditure and commitments, together with current 
mates of craft requirements, indicated that the estimate of $108,600,000 ap- 
Kred to be several million dollars too low. Mr. White advised me that this 
re Was greatly in excess of several million too low, and was in fact $17 to 
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$23 million too low or that the new estimate was now in the order of g195 ta 
$130 million.” 

AEC has also reported: 

“Based on the information in the April 29, 1953, weekly cost report and ty 
estimated manpower requirements then in effect, it appeared that the constn. 
tion-cost estimate would exceed $110 million; the $128,500,000 figure appean 
unreasonably high. Mr. Miller visited Mr. K. W. Reese, engineering manage 
Ebasco Services, Inc., on May 14, 19538, to obtain a reconciliation between thy 
data given in the weekly construction-progress report and the May 12, 1933 
intermediate cost report. Mr. Miller learned in New York that there would ty 
a new manpower estimate extending the job 7 months longer than the estima 
available dated January 15, 1953, which would add 6,087 man-months to th 
construction job.” 

As noted previously, Ebasco’s informal explanation of the $19.9 million increas 
attributed much of the increase to the 15-day work stoppage in January 1953 
The record indicates that the January work stoppage would logically be th 
major reason for the labor portion of the $19.9 million increase, since there wa 
only one minor work stoppage (4 days) between January 1953 and May 1y53 
the date of its next estimate. It therefore appears that a substantial portion of 
the $19.9 million increase was apparent to Ebasco in February 1953, although 
AEC was not informed of the increase until May 1953. In addition, based o 
the cost information available to AEC at Joppa, it was unable to account fo 
such a large increase and was required to visit the New York Ebasco office jy 
order to obtain the necessary additional cost information. 

























Esasco’s FEE AND BILLINGS FOR SERVICE 


EEI entered into a contract on March 6, 1951, with Ebasco for engineering and 
construction services. 
Among other things, the contract provided: 
1. That Ebasco should receive, as compensation for services furnished, 
fixed fee of $2,375,000, paid in monthly installments. 
2. That the cost of services of the engineering staff should include, in 
addition to salary compensation paid to such employees, an amount for overhead 
expenses equal to 75 percent thereof. [Italic supplied.] 
3. That the cost of services of the field office staff should include, in 
addition to salary compensation paid to such employees, overhead expenses in 
connection therewith. [Italic supplied.] 
4. That, generally, all other costs incurred in connection with the Joppa 
project should be paid by EEI on a cost-reimbursement basis. 
The contract also provided that Ebasco would furnish certain services at its 
own expense. 
Both AEC and EEI have had audits made of Ebasco’s billings to EE! under 
the contract. 
During their initial audit at Ebasco’s New York office, the AEC auditors tested 
the reasonableness of the 75-percent overhead rate applied to the salary com- 
pensation of the engineering staff employees. The AEC auditors ascertained tha! 
for the period from the commencement of the work through December 1952, the 
actual New York office overhead varied from 47 to 60 percent, or approximately 
$373,000 less than the amount billed by Ebasco for the period at the 75-percett 
rate. 
On April 23, 1953, the day Ebasco reported its $130 million cost estimate to the 
EEI board of directors, the boar? employed the firm of independent public 
accountants that regularly audits EEI’s financial statements to make an audit d 
the billings by the New York office of Ebasco to EEI. The incepencent publi 
accountants audited the billings through December 31, 1953, and issued their 
report, dated March 26, 1954. 
The independent publie accountants’ report shows that from inception throug! 
December 31, 1953, the Ebasco hillings for engineering and construction services, 
exclusive of fee, totaled $4,725,305. Also, the amount billed by Ebasco to EE 
for services exceeded the cost of such services to Ebasco by $362,725. It appear 
that this $362,725 is compensation to Ebasco in addition to the fixed fee provided 
in the contract. Finally, of the $4,725,305 billed by Ebasco, the auditors 
questioned the propriety of numerous items in a total amount of $471,499. The 
two largest items and a few of the smaller items that the auditors questioned a 
discussed below—the items discussed total $324,124. 4 
1. Ebasco had a substantial portion of its drafting work performed by outside 
firms. Ebasco billed services of outside firms at salary costs, plus 75 percent |" 
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The auditors questioned whether the contract provision that provides 
actor of 75 percent on employee salaries (see contract provision 


to Miyerhead. 

overhead f } t t i 
: e) should be construed to mean employees of outside drafting firms. The 
believe such services are in a category of other costs that should be billed 
tcost under the contract. The amount questioned was $166,315. 


Hoy 
the yucitors 
















29 The amounts which Ebasco billed EET as salary compensation for engineer- 
ng services represented the salary compensation actually paid the employees, 
Jus a loading (5% to 9 percent) for vacations and absence. Referring again to 
he contract (see above), it provides “ * * * cost should include, in addition to 
alary compensation paid to such employees, an amount for overhead expense 
pqual to 75 percent thereof.” The auditors point out that the contract provides 
hat the 75 percent overhead should be added to “salary compensation paid in 
jetermining cost; it does not provide that the amount of salary compensation 
paid shall first be upped by a loading for vacations and absence before applying 
he 75 percent overhead. The amount questioned was $129,782. ; 

3. Ebasco billed EEI 75 percent overhead on all salary compensation paid for 
pngineering services, including premium paid for overtime as well as straight time 
aid. While the contract does not distinguish overtime premium from straight 
ime, it has been the auditors’ experience that certain engineering firms custom- 
rily bill overhead only on straight time paid, excluding any overtime premium 
As a further indication of the policy of other firms, the auditors point out that 
he invoices of some of Ebasco’s outside drafting firms showed they billed Ebasco 
pverhead and profit only on straight time paid for overhead. The amount 
uestioned was $25,301. 

4. Ebasco billed EEI for travel and living expenses of Ebasco officers. Various 
other travel and living expenses of Ebasco officers were not billed. The auditors 
were informed that the individual officers decide whether their expenses should 
be billed. The auditors point out that such reimbursement is not mentioned in 
he contract and that it has been their experience that certain engineering firms 

Ho notbill expenses of general officers. The amount questioned was $1,626. 
d, a 5. The billings to EEI included prorated amounts of expenses of the labor 

_ BBelations manager at various labor meetings, based on the manager’s judgment 
) "EDF the benefit of each client from the meeting. One such amount billed EEI was 
head MB500 for a portion of the expenses of a labor convention in Miami, Fla. 

6. In 1951 Ebaseo paid legal fees pertaining to services rendered associated 
’) "Blients. The auditors questioned whether such cost should be included in a non- 
Ss NMssociated client overhead like EEI, particularly since the expenditure applied to 

he period 1944-47. The amount prorated and billed to EEI was $600. 
PP Soon after the independent public accountants issued their March report, on 
fay 20, 1954, a conference was held between AEC and EEI officials at Oak 
{ ISMRidge. AEC reports of the meeting contain the following information: 
1. The amount of Ebasco’s fee and the amounts of Ebasco’s billings were 
nder in dispute. 

2. EEI had offered Ebasco a compromise settlement with the understanding 
that unless Ebasco offered EEI an acceptable counterproposal in about 1 
month, EEI would be forced to litigate the entire matter. 

3. If a compromise was arrived at it would be set out in a clearcut manner 
which could be easily explainable to AEC or any regulatory authority or 
publie body. 

Since the date of the above meeting EEI and Ebasco have had protracted 
tgotiations for a compromise settlement. By letter dated February 18, 1955, 
EI submitted the elements of a proposed compromise settlement to AEC. 
AEC has advised us that the proposed settlement provides essentially that Ebasco 
ould not be allowed a profit on its construction work but would be allowed a 
rofit on its engineering work. By letter dated March 10, 1955, AEC advised 
El in effect that such a settlement would not be satisfactory. The letter states, 
) part: 

“This will advise you that the Atomic Energy Commission has given considera- 
on to the matter of the proposed settlement of the claim of Electric Energy, Inc., 
kainst Ebasco Services, Inc., arising out of failures and deficiencies on the part 
f Ebasco Services, Inc., in the performance of its contract for engineering and 
onstruction services for your Joppa plant. 

“The Commission has determined that the minimum negotiated settlement 
at can be accepted by the Commission without court action is one under which 
basco Services, Ine., would receive no profit for its services on the Joppa project. 

It is intended, however, that the amount of any settlement on this basis 

the actual profit realized by Ebasco, as determined by audit.” 
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AEC has advised us that EEI’s independent public accountants are currently 
making an audit of Ebasco’s charges to EEI for services rendered since Decemby; 


31, 1953. 
CurRENT Status or Espasco on AEC Prosects 


Ebasco is doing work for both of the private utilities groups that currently are 
supplying AEC electric power—EEI and OVEC (Ohio Valley Electric Corp 
We also understand that Ebasco is being considered by MVGC for design engineep. 
ing and construction management work. The current status of Ebasco on AEC 
projects is briefly noted below. , 

As indicated previously Ebasco’s construction services for EEI were terminated 
July 1953, but its design engineering services for units 5 and 6 were continued, As 
of January 1955, the design for units 5 and 6 was 97 percent complete. Ebaseo’s 
work, therefore, for EEI is essentially completed. 

The OVEC board of directors appointed Ebasco to act as independent engineer 
under its mortgage to the Chase National Bank. As independent engineer 
Ebasco certifies that certain conditions provided in the mortgage agreement ar 
satisfied prior to the trustee advancing funds as requested by OVEC. OVE(’: 
original cost estimate for its two plants was $339 million. Ebasco’s periodic cost 
estimates as independent engineer provide for “the estimated maximum effect of 
inflationarv and escalationary trends’ and have consistently been in the amount 
of $406 million. In addition to the cost of the plants OVEC estimated that its 
organization costs and working capital requirements were $17 million. 

OVEC completed its arrangements for financing in July 1953, after entering 
into agreements which provided $440 million from the following sources: 


Beeeriaas lke ey Soe aaa ZUG at eet e Loe mae ee $20, 000, 000 
ON) Aho. Set eels oe SI ee a a iE ines 360, 000, 000 
OM OUeG .huntacats nce euoesek Sele. SoU ie See 60, 000, 000 

Ad abs i nk cullen cd ble See es 440, 000, 000 


The agreements with both the bond and note purchasers provide for OVEC to 
pay a % percent per annum commitment fee on the outstanding unused portion of 
the commitments. 

In December 1954, OVEC decided that it was virtually assured that the overall 
cost of the facilities under construction plus the required working capital would 
not exceed $398 million. OVEC has therefore arranged for a reduction of $42 
million in its purchase commitments to be made effective February 1955. The 
immediate effect of this reduction in the commitment contracts will be savings of 
¥% percent per annum of fees payable heretofore on the $42 million, or a savings of 
$210,000 per year for the remaining period of the commitment. 

‘Sasco’s work for OVEC is still in progress. 

With respect to the possibility of MVGC (known as the Dixon-Yates group 
employing Ehasco, we were advised by the Deputy General Manager of AEC, 
letter dated February 21, 1955, as follows: 

“Tn response to our recent discussions concerning the possible use of E!asco for 
management services on construction of the MVGC plant, we have been advised 
by the president of MVGC that if Ebasco is reeommened for architect-engineering 
and for the management of construction, Ebasco will be used for designing the 
plant and as the company’s agent to manage construction, coordinate and super 
vise the work as a whole, but subletting work to all contractors under competitive 
conditions. Ebasco will do no construction and will have no interest in construe- 
tion except in a managerial capacity as agent for the company. Equipment will 
be purchased under competitive conditions, Ebasco will employ no lator foree 
and personnel at this project and their employees other than office, clerical, and 
accounting personnel will be limited to some 60-75 employees at supervisory 0 
inspector level.”’ 

The AEC letter also advised us that MVGC has not vet submitted its ree" 
mendations to AEC for architect-engineer, general contractor for construction ot 
management services on construction as required by the contract. At the ‘im 

MVGC submits its recommendations, it will outline how the engineering and 
construction will be organized and executed. 
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(Discussion held off the record.) 
POWER SERVICE AREA OF TVA 


Mr. Jensen. There was quite a discussion yesterday as to ¢) 
area which comprises the Tennessee Valley. ; 

It was finally pointed out on the map which hangs on the wy) 
before us that the original area of the Tennessee Valley Authors 
was the Tennessee Valley watershed. 

Is that right, General? 

Mr. Voce. The only area defined in the act is that which cay }y 
clearly marked as the watershed of the Tennessee Valley; yes, sir, 

Mr. Jensen. It seems since that time the area has been expand 
to some degree to take in what is commonly considered in the ele 
trical world a feasible transmission distance. 

A few years ago the Electrical Engineers Association considere 
that to be about 150 miles. I have never heard that that distaned 
had been changed by the Electrical Engineers Association. 

However, I have knowledge of the fact that the Bureau of Reelg 
mation has in the past testified to the effect they felt they could whe 
power from a hydroelectric dam and make it economically feasible 14 
do so for a distance of 250 miles. 

I don’t know what TVA has decided as to what an economic: 
wheeling distance actually is. I heard some testimony here yesterday 
to the effect it was 200 and 250 miles. 


POWER INVESTMENT 


Now let us get down to the original estimated cost of TVA an 
what it has cost up to date, that is appropriated funds by the Congres 
of the United States. What was the initial estimated cost of th 
TVA project? 

Mr. Voge. I don’t know, sir, that there was ever definite estimat 
made of what the so-called TVA project would cost, because, as yot 
know, the Tennessee Valley Authority has in fact 2 characters— | 
that of a normal agency of Government whereby the natural resoure: 
of the Nation are developed. I refer to the principal purposes ( 
improving the Tennessee River for navigation and to control th 
floods upon it; also to those other things which the Tennessee Valle 
Authority is doing in the development of the resources of the regia! 

Power business, on the other side, has expanded to a marked degre 
That has come about as the result of circumstances which could né 
have been foreseen. 

There was a war in the meantime, entrance of the atomic enety 
production, furnishing of power to the Air Force at Tullahoma, and! 
the Army Chemical Corps at Wilson Dam. 

The best I can tell you, sir, is that in the power business, so to sped 
approximately a billion dollars has been invested by the Feder 
Government, and it is my recollection that approximately the sam 
amount has been expended on the resources development side of th 
ledger. wig 

Mr. Jensen. Yes, I think Congress appropriated approximate! 
$2 billion to date for the Tennessee Valley Authority. 

Mr. VocgE.t. Right. 
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Mr. JenseN. That is from testimony which I think we received 
when I was chairman of the Government Corporation Subcommittee 
of Appropriations in 1947. The original estimated cost of TVA was 
in the neighborhood of $200 million, and I think the record will verify 
that statement. 

Of course, in the meantime we have had all these developments and 
onditions as you have explained. 


RELATIONS WITH PRIVATE UTILITIES 


Of course, private utilities in the Tennessee Valley were completely 
purchased by the Federal Government at the time the TVA was 
organized. Is that right, General? 

‘Mr. Voce. I think so; yes, sir. 

Mr. JenseEN. But you did sell some power to the private utilities 
outside of the TVA area and you are still selling some power? 

Mr. Vocen. We are still selling some and we are, of course, buying 
some. 

Mr. JENSEN. Yes. 

Mr. Vocex, At the present time it is very small because of our 
situation with respect to water. 

Mr. Jensen. Is it not a fact that even though the private utilities 
are required to pay local, State, and Federal taxes, those utilities 
which surround TVA, that they are ready now, and they have been 
for many years, to furnish whatever power is needed in the Tennessee 
Valley and in that area which is marked on the map, the expanded 
area of TVA, is it not a fact that the private utilities are ready and 
willing to furnish the necessary power? 

Mr. Voaet. My impression, sir, is that they are willing, but I 
doubt very much if they are ready, because the growth of power 
demands everywhere has been very great in these last few years. 

It is my personal opinion that that increased demand will continue. 
Certainly we have had excellent cooperation from our neighbors in 
the furnishing of power as it has been necessary, but they have not 
always found it easy to do. 

Mr. Jensen. I shall never forget, and I presume it is at least 8 
years ago, when the Interior appropriations subcommittee was sitting 
in this very room discussing the Southwest Power Administration 
matters, and it was quite a discussion. 

Douglas Wright, Administrator of Southwestern Power, had made 
some very great demands on the Congress. Texas utilities were 
attempting to get together with the REA’s and the Southwestern Power 
Administration, and sign a contract for the integration of power on a 
partnership setup which would, as I said, integrate all the power of 
the different organizations and by so doing make sufficient power 
available at reasonable rates to that State and contiguous territories 
which the Texas Light & Power Co. served. 

Mr. Rayburn, our beloved Speaker, came before this committee 
and said this: 

There are those who think that the Federal Government should own and con- 
"rol all the electric power in America. There are those who think that private 
ities should own and control all the power in Ameriea. I don’t belong to 
tither school. T think it is a case where we must all work together. We must 
iave Federal money, we must have private-utility money, municipal money, 





136 


REA money, money from everywhere in order to build enough power-prodyein, 

and transmitting facilities to take care of the people of any area. ve 
I remember I said, “Mr. Rayburn, I agree with you perfectly.” 

I think every member of the committee agreed. 

Mr. Kirwan is sitting on this committee today. He and I hays 
been on the Interior Subcommittee of the Appropriations Committe 
for 13 years, and it has been a very fine association. 

It seems, General, that the only place we have trouble and have , 
power shortage which really gives us trouble is where the Federg| 
Government, or a State like Nebraska, attempts to almost monopolize 
the power industry in those areas. 

That statement can be verified by the facts. In every other section 
of the country we have the private utilities, we have the Government 
in many sections of the country, we have municipalities, we haye 
REA’s that are working together, pooling the irresources and inte- 
grating their systems. It is working famously. 

The Texas contract was signed and it is working famously to the 
benefit of everybody concerned, at least so I understand. The same 
kind of a contract exists in many other places. 

Just as long as we continue to expect the Federal Government, the 
Congress of the United States—the hired men of the people—to 
appropriate enough money in any area to build our producing and 
transmission facilities to take care of that area, there is going to be 
power problems and power shortages. We can’t help it, because 
Congress simply cannot appropriate enough money to furnish and 
to build all of these power-producing facilities and transmission 
facilities sufficient to take care of any area adequately so far as power 
is concerned. 

And furthermore we are not obligated to do so. 

Now is there any one of you who would like to comment on those 
remarks? 

General Vocet. Yes, sir; I will be perfectly willing to comment 
on them. 

Your remarks cover, as you well realize, a great deal of ground. To 
begin with I, too, agree fully with Mr. Rayburn’s thesis. I believe 
that the growth of this country as it has been and as it will undoubtedly 
continue into the future is such as to guarantee in our time that we 
will never see a surplus of power. I believe there is a field for Gov- 
ernment enterprise and for private enterprise and I believe the quicker 
we can put the wheels to work at our problems, as you have indicated, 
the better it will be for all. ; 

Certainly we are moving ahead in the development of our Nation 
with rapid strides. Our population is increasing for a great many 
reasons. I think one of the reasons our birthrate is increasing }s 
because of the greater courage and confidence on the part of our young 
people. Only last evening, in the Army and Navy Club, I sat talking 
to an admiral and his daughter who is going to graduate from the 
University of Virginia either next week or the week after, and she said 
with great happiness that she hoped to get married and have at leas! 
five children. ‘ 

Mr. Jensen. Wonderful. 

General Voce. I mention that as against the attitude of so many 
of us who faced the future with fear and dreaded to raise a large family 
because of uncertainties during the war years. However, be that % 
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it may, we are going to require power. We are moving into the age 
of automation, and we are going to require all kinds of power, including 
atomic energy, too. 

Mr. Jensen. Is it not a fact it takes a tremendous amount of electric 
power to make an atomic bomb? _ 

General VoGEL. Certainly; there is no question about that. 

Now looking toward a brilliant future, it seems to me we have a job 
to do and the quicker we can buckle down to doing it, the better. 

[ realize, sir, as well as you, we have had these areas of argument in 
the public power regions. I decry it; I think it has been brought about 
largely for reasons I gave in my earlier presentation and discussion, 
that there has been argument stirred up which there should not be. 
Certainly it is a difficult thing for any Federal agency to move forward 
and meet the growing demands upon it, the righteous demands, of an 
area, When it has to proceed with the uncertainty of having to come 
before the Congress each year for appropriations. I think there is 
something wrong in fact about an agency supplying power to a region 
having to come before Congress and seek appropriations which are 
derived by taxation on all of the people. The administration recog- 
nizes that and I think our Board has come to recognize it and we are 
moving forward in the direction of self-financing, which I think is 
sound and proper. 

DIXON-YATES CONTRACT 


And may I state, even though it may tend to open up another 
hornets’ nest, that the Dixon-Yates contract, in my opinion, is entirely 
outside of TVA. It is signed with the MVGC Corp. by the Atomic 
Energy Commission in order to relieve us of part of our tremendous 
responsibility for furnishing power within this region and to serve as a 
stopgap until such time as a suitable method of financing can be 
devised and passed upon by you people in your wisdom. 

Mr. Jensen. Is it not a fact that other contracts similar to the 
Dixon-Yates contract, since you have mentioned that, have been 
entered into with private utilities in the past? 

General VoGEL. Yes, sir. 

Mr. JensEN. Tell us about those contracts. 

General Voce... Previous contracts by the Atomic Energy Com- 
mission with EEI and OVEC were entered into as a means of meeting 
an emergency which presented itself at that time. 

Mr. Jensen. What years were those? 

General VoceL. I would have to refer that question to Mr. 
Wessenauer. 

Mr. JensEN. It has been several years ago? 

General VocEL. Several years back. 

Mr. Jensen. Supply it for the record. 

General VocEx. Yes, sir. 


wom -EEI contract date, May 4, 1951; OVEC contract date, October 15, 
Joe, 


Mr. Jensen. This additional power which Tennessee Valley needs 
and is asking for comes from the fact that the city of Memphis is 
asking for power from this source. How many kilowatts of power 
does the city of Memphis request? 


_ veneral VogeL. They are using presently, as I recall, around 
300,000 kilowatts. 
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Mr. JenseN. Which is about half of the 600,000 that is necessary? 
General VocE.L. Yes, sir. a 
Mr. JENSEN. In order to have adequate power in that area? 
General VoacE.. Yes, sir. 

Mr. Jensen. I do not understand how it is the responsibility of 
the taxpayers of America to see to it that the city of Memphis, or 
any other city in America, is furnished their power needs when the 
city of Memphis can build a municipal plant lke other towns do. J 
might tell you I was the leader in'a move to put a steam plant in 
my own town of Exira, Iowa, a couple of years before I came to 
Congress, and we carried it big. Then the private utilities reduced 
their rates and we never did build the plant. So if you think I was 
a sweetheart of private utilities then or now you are badly mistaken: 
because I gave them a bad time. But I think now they have their 
house straightened out and, of course, the officers of all of these 
private utilities are just hired men for the mass of the people. They 
are the board and have to do what they think is right and best for 
the future and you can expect them to do that, and we want them 
do that because, after all, private industry has made America great. 
It is the taxpayers of America that we have to depend on, as I said 
yesterday, to furnish enough money so that we can appropriate 
money for such things as TVA, who pays no Federal taxes, or have 
not, up to date. So let us not be too tough. 

General VocreL. Your question with respect to the responsibility of 
the Tennessee Valley Authority which, of course, means the responsi- 
bility of the Government to provide adequate power to the city of 
Memphis, hinges back directly upon your query as to the established 
boundaries of the power service area. I would like to commen* 


briefly upon that. Those boundaries, of course, are not established by 
’ ’ ed 


law; nor are they more than, in one sense, definite lines drawn on a 
map. In another sense, however, they constitute a very real boundary 
in that private power transmission lines run up to them on the one 
side and Tennessee Valley power lines on the other. Whether one 
approves or not, it is a very real power service area and it constitutes 
a very real responsibility to the Tennessee Valley Authority, to meet 
the demands which are created by it. And since Memphis does lie 
within it, I feel there is a responsibility to provide the necessary power 
for that city to develop and go on to its full destiny. 

As I mentioned a moment ago, the Dixon-Yates contract is an 
interim measure devised to assist the Tennessee Valley Authority in 
meeting this obligation until such time as a more permanent and 
satisfactory method can be thoroughly developed. I think merely to 
indicate, as I see it, what it intends to do, I should cite briefly an 
example. 

A great deal has been made of the fact that the plant constructed 
by the Mississippi Valley Generating Co. will cost more than a similar 
plant constructed by the Tennessee Valley Authority. I do not think 
there is any question about that; I do not think there has been any 
argument to the contrary. That it is going to cost more to obtal 
power in that way, I feel sure. But also it costs a man more to buy 
a refrigerator on a time payment plan from a retailer, whereby he 
pays the carrying charges, against buying from a wholesaler through 
a friend. I do not think either method can be condemned; but, as! 
see it, the United States is in the position of the man who does not 
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have the ready cash to go out and buy in the cheapest manner possible, 
except by putting a large burden upon the American taxpayer. By 
purchasing the power over a period of years, the cost is deferred so 
that no immediate burden is placed upon the taxpayer. 


ISSUANCE OF BONDS BY TVA 


We will accomplish that same end, approximately, by a system of 
bond issues; because, in that instance, the people will of their own 
free will and accord buy bonds for the financing of the Tennessee 
Valley Authority. 

Mr. Puttuips. Revenue bonds? 

General Voce. Revenue bonds. And they will be repaid at a 
later time. It is an entirely different proposition than making it an 
involuntary act whereby they contribute. 

Mr. JenseN. Are you recommending that the Tennessee Valley 
Authority be permitted to float revenue bonds? 

General Voce. There will be a recommendation made in due 
course to another committee, sir. 

Mr. Jensen. I am going to tell you in a very few words what I 
think about that. 

We appropriate and have since the Tennessee Valley Authority was 
organized a lump sum of money to the Tennessee Valley Authority for 
flood control, hydroelectric power, forests, agriculture, and other 
Federal matters and all of that money, then, is turned over to a Board 
of three members appointed by the President and they not only use 
that money as they see fit, you being one of them, but also the revenue 
which comes in from the TVA revenue-producing facilities. 

I was in the Tennessee Valley in 1947. I went down there un- 
announced. I talked to the people around the town; I talked to 
people on the street for a day before I presented myself to the TVA 
headquarters, and then we took a tour. I took a tour with the Board 
and the staff out in the country and we visited the farms. The last 
noon I was there, I was a Board guest at a luncheon in the hotel, 
just the three Board members and I, and I said this: ‘‘Gentlemen, 
you have established here an empire within our great American 
empire that is self-sufficient, that does what you 3 fellows say 
shall be done with the money that Congress appropriates and with 
your revenues, and I contend that is more power than any 3 men 
in America should have.’”’ Two of them argued with me but, as we 
were going out the door, one of them held back and he took hold of 
my coattail and held me back a little, and I noticed he wanted to 
talk to me. So we slowed up. The other 2 members got possibly 
30 feet ahead of us. And he said “Congressman, what you said 
about we three fellows having too much power was exactly right.” 
He said “Now, I do not know that you can do anything about it, but 
for heaven’s sake do not let valley authorities spread into any other 
river valley in America; because, if it does in the other big 10 river 
valleys, one of these fine days 33 men will run America, because 
river valleys are no respecter of State lines and State sovereignties 
will be wiped out. So my advice to you”, he said, “is to watch it. 
0 not let it spread.’’ He said “Now you know how long I would 


last on this Board if you ever told that said this’; but that is what 
he told me, so help me God, and I have told it much as I love him. 
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General Vocet. I might add to that, sir, that you would also wipe 
out the need for the a agencies of government which are carry. 
ing on improvements throughout the United States. But howaye, 
that may be, sir, and I certainly do agree with the idea of not expand. 
ing or extending the responsibilities of TVA, I would like to make 
clear at this point that, as far as I know, there is at least no spoken 
desire on the part of anyone to expand the power boundaries of TVA. 

Mr. Jensen. That is the thing I am worrying about. If you can 
build a plant outside of TVA, a steam plant—and I understand yoy 
have 2 or 3 now—and run transmission lines as far as 250 miles, then 
there is no reason in the world why you cannot continue on and op 
and on until you cover the whole United States. 

General Voce.. I shall attempt to speak for all of the members of 
the Board and, of course, if they do not agree, I shall expect them to 
tell you so, but I believe there is not in the minds of any one of the 
people who constitute the Tennessee Valley Authority a desire to 
expand beyond the present area. We merely are faced with the real 
responsibility, sir, of attempting to meet the demands within that 
region which somebody must meet. 

Mr. Jensen. Now let it be understood once and for all—and the 
record will prove it—that as one Member of Congress I have leaned 
over backwards to appropriate money for the development of our 
natural resources, as Mr. Kirwan will testify, and Mr. Kirwan has 
done the same thing. Maybe we appropriated in some instances too 
much money; but I think we were justified, as Mr. Kirwan says, many 
times to appropriate many, many more times the amount of money 
Congress has appropriated for the development of our natural re- 
sources. But we have had a war and had a war economy; and we 
simply did not feel like we could expend the necessary money and | 
do not think, actually, the necessary money has been requested in 
many cases for the development and the expansion of our natural 
resources. 

I just have a few more questions here that I am going to ask, and 
then I shall yield. 


LAND FLOODED BY RESERVOIRS 


There is no question at all but what the Tennessee Valley needed 
flood control and they needed a lot of help, because that area was, 
economically speaking, away down at the bottom of the list compared 
to other areas in the United States. And of course the increase that 
has taken place there since the early days of TVA has been, to a very 
great degree, because of the Tennessee Valley Authority’s $2 billion 
that it has spent down there. 

But there is something else that always disturbs me when we build 
hydroelectric dams that inundate permanently productive land which 
we are going to need badly one of these days with the population I- 
creasing at the rate of over 2.5 million a year. We take that land out 
of production permanently and you can take and figure the income ove! 
a period of 50 years from the land that was inundated in the Tennessee 
Valley—that fine productive land, the best land in all Tennessee, 
that was inundated permanently. I understand about half of the 
land that used to flood occasionally has now been inundated peri 
nently in the Tennessee Valley, and there is just one place from whit! 
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our economy generates, and that is from mother earth and when you 
take a lot of land out of production in any area, you stop economic 
rrowth. 

~ General Voce. May I point out in that connection that one of the 
sreatest blocks against our future growth is the limit on our water 
supply. I have lived in the Southwest for 2 years and I know that 
the most valuable commodity there, sir, is water and that as our 
Nation is continuing to grow, by the year 1975, our demands for 
water in this country not only to supply each man, woman, and child, 
but the growing industries and our commerce will amount, roughly, 
to that which would be flowing in the Mississippi River continually 
at bank-full stage, and we do not have bank-full stage in the Mississippi 
River very often. And I think it means, as time goes on, we are 
going to have to have more and more reservoirs in order to take care 
of the growth of our Nation and to meet our national economy. 

Mr. Jensen. Yes; but I do not want to cover up too much valuable 
productive land. 

General Vocren. I would be very happy if we could do it without 
covering up any. 

Mr. Jensen. In the past, Mr. Kirwan and I have recommended the 
appropriation of billions of dollars for reclamation, irrigation, hydro- 
electric dams, and power transmission lines and the related facilities, 
and we have been criticized sometimes for doing it. I apologize to 
no one for doing it. Of course the ideal situation is where you can 
find a dam site where the water impounded in back of it will not cover 
much productive land, and we have some of those sites in the West. 


POWER FOR HOUSE HEATING 


I do want to say I was greatly surprised to find that in the Tennessee 
Valley you are heating how many homes with electricity? 

Mr. Wessenaver. 130,000, sir. 

Mr. Jensen. 130,000. Why I remember once when my wife 
thought it would be nice to have an electric range. That has been 
about 20 years ago, or more. So we bought an electric range. The 
iirst thing we knew was that the electric bill for the range alone was 
running $11.50 a month, and we got rid of that electric range, believe 
you me, pretty quick. And here we are being asked to appropriate 
money to furnish power where you have a power shortage and to take 
the place of the power that is being used for heating homes and cook- 
ing in 130,000 homes in the Tennessee Valley. Gentlemen, that 
doesn’t quite make sense. I was awfully surprised when I heard that. 


EMPLOYMENT IN TVA 
How many people are employed in the Tennessee Valley Authority 


as of this date? 

General Voorn. As of this date. my recollection is, it is around 
20.000. | 

Mr. Jensen. And what is the average annual salary for those 
20.000 people? 

General VOGEL. May I eall upon the Director of Personnel for that? 
Mr. Jensen. We will get into this later, but I just want to have it 
In this colloquy. 
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Mr. Van Mot. For salaried employees? 

Mr. JensEN. Yes. 

Mr. Van Mot. It is around $4,800. 

Mr. Puiturpes. That has gone up about $200. 

Mr. Van Mot. That average was as of 1954, not for the current yea 

Mr. Jensen. And for 20,000, $9,600,000; is that right? ; 

General Voce. That is about what it multiplies up to. 

Mr. Puruuies. How high has that average risen in 1 year? 

Mr. Van Mot. It was $4,851 in 1954, and $4,963 in 1955, an increas: 
of $112. 

I might point out that is the average salary for the so-called white. 
collar workers. There is another group of employees—— 

Mr. Rasavr. I do not think we ought to try to get into the salary 
business now, because we are going to develop that whole subject.’ 
. Mr. Jensen. That is O. K. I will not ask any more along that 
ine. 

Mr. Kirwan. I do not think I have too many questions. I want 
to try to find out some little about TVA. 


DEVELOPMENT OF POWER AND OTHER RESOURCES 


General, I think Wendell Willkie, a former president of the Common- 
wealth Southern, knew as much about electricity as any man who 
ever lived. He fought the Government like no human ever fought it 
over the development of TVA. Finally the Government bought the 
holdings of the Commonwealth Southern in the vicinity of TVA; is 
that correct? 

General VocEL. Yes, sir. 

Mr. Kirwan. Before Wendell Willkie died, I think he made the 
statement that the United States Government was correct in building 
TVA—the man who knew more about electricity in that day than 
probably all of us put together. 

Now another question I want to ask. When we were in a depression, 
did not the President of the United States give an invitation to all in 
the private power industry to come to Washington and go over plans 
to try to develop this Nation and put some electricity into it? There 
were only 29 out of every 100 persons in the Nation who had electricity 
in their homes in the year of 1929, so he sent for the power people. 
The Government knew nothing about power and he sent for the power 
people to try to put this country on its feet and they refused. And 
that is why we have TVA and that is why we have the other power 
projects throughout this Nation. 

I am going to give you as exhibit A how low we were in private 
utilities distributing power. As you know, from working in Ohio as 
an Army engineer, there is not a mountain in it; it is rolling hills | ke 
a prairie State, and there are 300,000 people today getting electric ty 
in Ohio from rural electrification because of the fact private utilities 
were charging anywhere from $1,000 to $1,500 to put up a couple of 
wires and a couple of poles. They just took the cream and they 
refused to give them power. Now the record is there, I again repeal, 
that there are 300,000 people today getting electricity in Ohio thal 
were deprived of electricity by the private utilities. They would not 
put up the poles in my town to furnish them power, but now Ohio 1s 
well-lighted State. But in States down in the vicinity of where TVA 
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is, there were only a few people had electricity in their homes. Now 
we hear a lot said—I was not here yesterday, but today they are 
howling about the poor old Government being deprived of taxes. 
Is not that a foolish statement? Now you have been in the Defense 
Department; you are a general, and have you ever paid back any 
money to the Federal Government from nationel defense? We have 
given you billions, and have you ever paid back any tax dollars to the 
Netion on defense? 

General VocEL. I pay taxes, sir, just like any other citizen. 

Mr. Krrwan. I do not mean that; but has that part of the Govern- 
ment, known as national defense, paid any taxes to the Government? 

General VocreL. These things are all in the nature of good national 
defense and I think we can view with considerable pride the way we 
have moved as a nation and, in justification to you gentlemen who 
have made appropriations in the past, I think it !s proper to point out, 
taking the spotlight for the moment off of TVA, that during the years 
of our development from about 1820 to the present, the Corps of 
Engineers has expended in the development of our rivers and harbors 
and on flood control a total of approximately $8.5 billion. That 
sounds like a lot of money and it is, of course; but I think we should 
realize that has been the investment upon which we have founded our 
country as a Nation. We have made our waterways navigable; we 
have made our cities available to develop the great steel industry and 
the automobile industry, and we are moving : along further in that line. 
And I think certainly we cannot hope to compete with the powers 
that are arrayed against us with manpower alone, because surely 
they can outnumber us. But our strength lies in production and 
increasing our production through the development of electrie energy 
in this Nation. One man can put out by himself about 35 watts ‘of 
power. In other words, when you have one man working, all that 
man can develop is as much energy as a 100-watt bulb burning for a 
month or so. 

So this is a proper direction in which we are moving as a Nation and 
therein lies our strength. 

Mr. Kirwan. But the question I asked is has that agency of the 
Government known as national defense p: nid any taxes on the billions 
that we have given them to win the war? It sounds like a foolish 
question —— 

General Vocr.. No, sir; they have not paid back any money, of 
course, but they have made returns. 

Mr. Kirwan. Not in money, but in the lives that have been laid 
down and all those things. But I said “money’’; have they ever paid 
back any taxes on the money we gave them? 

General Vocen. Only as individuals. 

Mr. Kirwan. That is out of it. I mean this agency of the Govern- 
ment; not individuals. We are talking now about TVA as an agency 
of the Government. Did not TVA furnish the power to build the 
bomb? 

General Vocex. In large part; yes, sir. 

Mr. Kirwan. And has not she paid her taxes a hundredfold, 
you are going to take it from the rest of the money that we gave : 
that ageney? ? 

Mr. Patiurps. If vou will yield for a personal observation, Atomic 
Energy itself built a plant to deliver 250,000 kilowatts, as 1 remember. 
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Mr. Kirwan. But in the matter of furnishing power, they did jp 

Mr. Putuips. That is right. ; . 

Mr. Krrwan. And another thing, the Government has given a |; 
of money, and you do not hear other States howl about taxes, to wha 
is known as reclamation projects. We have given over $7 billion, ang 
do you-ever hear anybody howl about reclamation money given to the 
other States, that they do not pay any interest on it? 

General Vocet. I have heard a little howling about it. 

Mr. Kirwan. But they do not pay any interest, and here we haye 
all the States howling about TVA not paying taxes. Yes, in reclamg. 
tion projects, on the power portion, they pay interest. And 
reclamation, I think the gentleman from California will admit—an( 
I am in his corner—that it certainly saved the Imperial Valley, and 
all the way down to Shasta Dam. If we ever took care of any State, 
we took care of California and we took care of it with billions, and yet 
they howl about the little taxes down in TVA. 

Now we in Ohio do not get reclamation or cheap power. We know 
pretty well who is getting it in America and I think they do in the 
rest of the States. Yet before the time the Government went into 
it, it did not want to go into it; it sent an invitation to all of the power 
companies to participate in it and let us go forward, and they refused 
to participate. I have seen with my eyes and heard with my ears 
when they came in to build Grand Coulee, the farmers, ranchmen, 
and everybody up in there, that the private power companies would 
not extend any lines. They had to pay so many hundred dollars, 
$1,500, to put in a few poles and lines before they would give them 
power. And then 6 months before Grand Coulee started to dis- 
tribute power as the law called for, some of the utilities called on 
every ranchman and farmer and said “If you will buy our power and 
sign a 5-year contract, we will put up the poles and lines.”’ And why 
did they not do that before the Government got into it? They 
wanted them in every part of the United States, the private utilities 
who were distributing or producing power, wanted the common man, 
the taxpayer, to pay to extend the lines. He had to pay for all that; 
yet through the law we gave the privilege to the utilities to clutter 
up the farmlands with poles, and to do everything in the world; yet 
they have never kept faith with the people. 

Surely, they can work together, the private interests and the 
Government, but it is about time that we stopped listening to that 
one-way street, private interests putting out the propaganda about 
the Federal Government “taking our business away”’ and the Gov- 
ernment doing this and that. You would not be sitting there, General, 
in my humble belief, if the United States Government had not de- 
veloped the power on the west coast and the east coast, and TVA, 
that you and I might survive and this Nation might survive and did 
survive when our back was to the wall, that built the planes and 
melted the aluminum, the bauxite. Is not that correct? 

General Voce. Yes, sir. 

Mr. Kirwan. None of us would be here. 

General Voce. May I say because we can come before you people, 
who have a common interest in the national defense, that I have grea 
confidence that we will somehow arrive at a correct answer. 

Mr. Kirwan. But I get tired of listening to this taxes on the people. 
We in Ohio have a gripe when it comes to it. We do not get reclama- 
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tion and we do not get cheap power in Ohio. I, for one, will vote for 
electricity, will vote for cheap power and want them to have it and 
vant it for America; because I know if the United States Government 
does something to help any 1 of the 48 States, that the town I live in, 
Youngstown, 1s going to benefit by it. So if one State helps the 
other, every State in this Union is going to be better off. That is why 
it is the United States. 

When we get down to it, just the same as we are paying taxes to 
TVA, so are we going to pay taxes to furnish Dixon-Yates power. 
And where is that going to come from? Surely it is not going to come 
from the stockholders of Dixon-Yates; it is going to come out of the 
old tax bag. 

General Voce. Taxes are paid in one way or another, of course, 
on every project. 

Mr. Kirwan. I can remember both conventions in 1920, both the 
Democrat and Republican Conventions as I was out in the city of 
Chicago and was going into a theater, just like you have your tele- 
vision to see a prizefight. They furnished you, when you paid your 
admission, with a pair of earphones and they told you that we were 
coming into the electric age. After they sold about 29 people out of 
100 washing machines, frigidaires, or whatever it may be—only 29 
percent of the people had electricity to buy one of them—so the other 
71 percent that had no electricity had to go without those things. 
And no wonder we went into a depression, simply because the rights 
granted private utilities were never made the best use of. 

You can take the trucking industry, which is a new industry, it was 
probably 1920 when the trucking industry came into being. Maybe 
they went back as far as 1911 when you saw them chugging along, but 
they did not have the power they now enjoy, where a truck can take 
your furniture in Ohio and move it to Dobbs Ferry and deliver it. 
But when you got there, there was no electricity in the home, and the 
utilities developing electricity is an old industry. 

It is a long time since Thomas Edison came up with his light bulb, 
but they never did a good job and now they are in here when the 
United States Government showed the way and showed the light and 
are howling about you have to stop the Government from expanding, 
and not to do this, and not to do that. 

You said a lot, General, when you said we have to have more 
reservoirs to stop the land being washed away with the floods and if 
they ever spend $30 billion on roads and no provision is made for the 
water, what do you think is going to become of us if all of that water 
is shot into the ocean in 5 minutes after it comes out of the sky, with 
the well paved highways? 

General Voarn. Without denying anything you have said, may I 
say further that we have come a long ways in 20 years; we have learned 
much better techniques than we had 20 years ago, and we are doing 
better in almost every line of production. I think private utilities 
have learned some lessons in that time, too. That is why I made the 
point earlier that I believe we should face the future with a realization 
that it is time to work together. 

Mr. Kirwan. Surely there was never any time in the history of 
this Nation that we could not have been working together. But I 
am only speaking from the record. The President of the United 
States invited every head of every utility to come to this city. The 
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Government did not want to go into the power business and ask, 
them to go ahead and develop power, and they all refused to tai, 
this Nation and put it back on its feet and give it life, and the Unite 
States Government, the taxpayers, if you wish to call it that, was th. 
one that had to carry the ball. Not only did the Nation haye 
carry the ball, because the utilities did not do it; the record is they, 
and there is no way to get around it. That has been the history 9 
public and private power. 1 


DIXON-YATES CONTRACT 


Mr. Focarry. Mr. Wessenauer, I was under the impression tha; 
the Dixon-Yates contract with the Atomic Energy Commission, jy 
cooperation with TVA, was made for the purpose of relieving TY\ 
of its load in the southwestern part of your area, so that you coul 
push more of your load at the upper end in Paducah. Is that one of 
the reasons for it? 

Mr. WEssENAUER. No; the basic proposal was we would be relieved 
of 600,000 kilowatts of the load in the northwestern corner of our 
area. That was the original proposal. In working it out, it was 
proposed to deliver power to us in the southwestern area and we (o 
continue to deliver power in the northwestern area. 

Mr. Focarry. But it is just an agreement by and between AEC 
and Dixon-Yates? 

Mr. WrEsSENAUER. No; we are involved in it, too. 

Mr. Foaarry. And you have a request in the budget for $6 millio: 
for transmission lines if that plant is built? 

Mr. Wessenaver. That is correct, sir. 


AFTERNOON SESSION 


Mr. Raraut. The committee will come to order. 

This afternoon, we shall take up for consideration the general 
budget items. 

Mr. Puiuurps. Mr. Chairman, before you start on the specific hear- 
ings, could I ask one more general question of General Vogel? 

Mr. Rapaur. Yes. 

Mr. Puruures. Thank you. 

Mr. Ranaut. However, we do want to get into the general budget- 
ary items, but you may proceed. 


OAK RIDGE RELIANCE ON TVA POWER 


Mr. Puixurps. At the end of the hearings this morning, some state: 
ment was made about the energy supplied by TVA to Oak Ridge. 

Would you furnish for the record the amount of energy supplied’ 
I had in mind the amount of energy supplied during the war years 
I do not care particularly what period—but I want whatever youl 
figures show as to the amount of energy supplied from the Atomic 
Energy Commission’s own plant, and the amount of energy supplied 
by TVA as well as the amount of energy supplied by TVA which was 
purchased from private utilities. 

General Voget. That applies only to the Atomic Energy Com 
mission? 


th) 


Ke 
an 
St 








ce] 
ke 
ted 
the 


to 
ere 


OT) 


‘dl 





147 


Mr. Puitures. That is right—the amount supplied to the Atomic 
Energy Commission at Oak Ridge. 

General Voce. Yes, sir. 

\ir. WessENAUER. For which period, sir? 

\r. Porturrs. I thought, perhaps, your figures would show the 
jmounts from the beginning of Oak Ridge up to, as someone has al- 
ready mentioned, the development of the atom bomb, or to the date 
of the explosion of the bomb. 

Mr. WeSSENAUER. Yes, sir. 

Mr. Pomires. I do not want you to go to the trouble to pick up a 
broken month, or something like that. 

Mr. WessENAUER. NO, sir. 

(The information requested follows:) 

TVA supplied much the largest part of the power requirements at Oak Ridge 
juring the critical months when the material was made for the atomic bombs 
which in August 1945 helped bring World War II to anend. This is shown by 
the following table of power requirements and supply at Oak Ridge through the 
fiscal year 1945: 

Power for Oak Ridge, May 1943-—June 1945 


Supplied by | “Gak Ridge: 
PVA steam plant 


Kilowatt-hours| Kilowatt-hours 


May 1943-June 1944____.- J ; / aie ; : 197, 069, 000 21, 100, 000 
July 1944-June 1945___. ah eaatadinaived ie ae eo i ... 1,358, 850, 000 499, 317, 000 
FORE oadlctocmean saps anita tients, tinsel a ateaatindhmataen oe 1, 555, 919, 000 520, 417, 000 


The power TVA supplied to Oak Ridge during that period did not include any 
power transferred from other power systems. In fact, during that period TVA 
vas Supplying more power to other systems than it was receiving from them 


TVA POWER SERVICE IN AND OUTSIDE THE WATERSHED 


Mr. Puitures. Mr. Chairman, the general question which I want 
to ask is this, and I think it may interest you: 

[ have a compilation of figures showing the areas of the States of 
Kentucky, Tennessee, Virginia, North Carolina, Georgia, Alabama, 
and Mississippi, and it shows the total square miles in all of those 
States together of 334,369 square miles. 

Then, I have the Tennessee Valley area, as has been described by 
the TVA officials, and that shows a total of 40,810 square miles in that 
area, 

Mr. Rasaur. Where did you get that information? 

Mr. Puruures. I had it compiled for my use, but I will give it to you. 
Ido not think I have a copy of it, but I will hand this to you in a 
second, 

Now, I am coming to the area served by TVA power, and it shows 
that the total area served by Tennessee Valley Authority power is 
‘5,160 square miles, or 23 percent of the total State area, or 79 percent 
of the valley area. 

Then, outside of the valley, the square mileage served is 46,000, 
which is more than the area served in the valley. 
mean that more Tennessee Valley power is being delivered outside 
of the area originally contemplated by the Congress than is delivered 
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inside the area. However, it also shows a very interesting thing, an; 
that is that about 21 percent of the Valley basin is not served, 

I think it might be interesting to place this compilation into ty 
record. ; 

My question is: 

Can you explain serving this greater amount of energy outside of 
the area than inside, and, second, why do you not serve the remaining 
20 percent of the area inside? 

General Voceu. Yes, sir. 

Mr. Purtures. Do you want to look at the figures? 

General Vocru. No, sir. I have those figures well in mind. 

I think Mr. Wessenauer made that point a little earlier in his 
presentation when he stated that the power service area was (de. 
termined primarily by referendum of the people, and that those wer 
the areas comprising the power service area, which are those in which 
the people desired to take the power. 

I think your question is very well put as to why the regions outsid 
were not served. That, of course, was for the same reason. 

Mr. Puiturpes. The region inside was not served; 21 percent of tly 
region inside was not served. 

General Voce... You want to know why the power service are 
inside of the valley area was not served? 

Mr. Puiuurps. Yes, sir. 

General Vocet. It was for the same reason, and it does seem a 
little bit of, you might say, an injustice to those people, upon whose 
land the water is falling, which is ultimately generating the electric 
power, which is going to give service to people of other areas. 

Mr. Puituips. The reason I asked the question, Mr. Chairman, is 
because I am particularly interested in the fact that more power s 
going outside the area than is going inside, and also whether this 
small 20 percent involved very difficult land to serve. 

I realize that they have some hilly country down there which 
rather sparsely populated, and whether that had anything to do with 
it or whether you, in simple language, were picking out the cream of 
the area, and not serving the less desirable areas which I think Con- 
gress contemplated in the wording of the act. 

General VogeEt. I do not believe that was what was back of it and, 
perhaps, if those people today were given an opportunity, they would 
desire to be served. 

There has never been, since my time with the Board, an indication 
of tendency on the part of the Board to alter the situation as i 
presently exists. 

Mr. Paruures. I think it might be interesting to insert into the 
record the tabulation to which I have referred. Do you want this 
in the record? 

Mr. Rasaut. Without objection, it will be placed into the recor( 
at this point. 

(The compilation referred to follows:) 
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Valley area 
not served 
by TVA 
power 


Tennessee 


Valley area Area served by TVA power 


State 
area, |- See oe 5 ea ae nn —— 
square 

miles Per- 





Per- 
cent of 
valley 
area in 
State 


Per- | Valley ?¢- Outside 
Square cent of couare Cent of, area, | vary | Valley, 
miles | State | S2U8F | State | square | Y88°Y | square 
: miles ; san : ao 

area area miles was miles 


Per- 
Square cent of 
miles | valley 

area 


Total 


990 2.5 7, 860 9. 810 2. 7,120; 720. 
2,246; 22,210 52.7 40,730' 96.3 21, 220 95. § 9, 740 SS. ¢ 


3, 050 a) 680 . 66 670 2: 0 0 
§2, 712 5, 430} 10.3 | 670 a 800 60 1. 
876 1, 870 3. 18 2, 780 : , 730 92. § , 060 56. 
, 609 6,800) 13.2 8, 730 i. § }, 570 Of. 2, 230 32. 
47, 716 460 0.96 16,720) 35. 160 }, 130 3, 500. 


934, 369/140: 810) 19 9 |f278, 23.4 |{/ 32: 340 | 


1240, s10/f 12? \278, 232, 27 oe saoij 120.3 


Column total. 
: Figured from square-inch total on other sheet. 


STATEMENT OF FINANCIAL CONDITION 


Mr. Rasaut. The appropriation for fiscal year 1955 amounted to 
$120 million, and the request for fiscal year 1956 is $27.55 million, 
or a reduction of $92,450,000. 

At this point in the record we will insert pages 2 through 5 and 
119 of the justifications, showing the financial condition of TVA, and 
the repayment program on the power investment. 

(The pages referred to follow:) 


> 


Summary of appropriation financed budget (for fiscal years ending June 30, 1954, 
1955, and 1956) 


Appropriation financed obligations 1954 actual | 1955 estimate | 1956 estimate 
ACQUISITION OF ASSETS 


Navigation, flood control, and power program: 
Projects contributing to power supply: 
Boone. -- 7 — $182, 536 $189, 000 
Fort Patrick Henry ‘ 1, 731, 887 446, 000 
Additional hydrounits: 
Pickwick 5 and 6-- schiail 38, 307 
Guntersville 4_. ; ~1, 676 
Hales Bar 15 and 16 149, 146 46, 000 
Hiwassee 2 908, 364 , 846, 000 000 
Cherokee 3 and 4-_- 63, 982 50, 000 
Chatuge 1_._- 936, 077 968, 000 
Nottely 1 237, 273 , 832, 000 215, 000 
Fontana 3_. , : a. 205, 249 3, 000 
Douglas 4 692, 150 354, 000 
Johnsonville steam plant 1, 268, 900 378, 000 — 543, 000 
Widows Creek steam plant _. , 154, 360 2, 289, 000 101, 000 
Kingston steam plant 35, 321, 343 29, 847, 000 4, 250, 000 
Shawnee steam plant-_-_- 2, 670, 998 23, 496, 000 2, 581, 000 
} 


Colbert steam plant _- ), O84, 584 21, 006, 006 2, 354, 000 
John Sevier steam plant __-- esis 23, 919, 975 28, 176, 000 7, 228, 000 
Gallatin steam plant__- Sie on , 243, 403 28, 949, 000 9, 369, 000 


Total projects contributing to power supply 27, 441, 786 , 875, 000 25, 865, 000 
Transmission system facilities. 5, 576, 13: 5, 702, 000 , 000 
Power service building 105, 47% 450, 000 
Additions and improvements at completed 

projects. ___- le sol saree , 355, 662 , 072, 000 000 
Navigation facilities... _- betas nasa 236, 129 412, 000 406, 000 
Investigations for future projects 101, 640 155, 000 204, 000 
Distribution of administrative and general ex- 

penses._.__. Nhe ae 2 ea 1, 559, 338 1, 632, 000 


1, 100, 000 


Total navigation, flood control and power pro- 


146, 376, 160 150, 298, 000 35, 753, 000 
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Summary of appropriation financed budget (for fiscal years ending June 30, 195, Si 
1955, and 1956)—Continued 


























Page , 
refer- Appropriation financed obligations 1954 actual | 1955 estimate | 1956 estimaty _ 
ence “ 
ACQUISITION OF ASSETS—continued 
| Fertilizer and munitions program: | 
25 | Cher ical facilities os $901,597 | $1, 174,000 | $877 
| Distribution of administrative and general ex- | 
| icine niin atta mk okt Coded . 23, 987 re 25 ivy 
Total fertilizer and munitions program _-_-_----- 925 » 584 | 196, 000 | 92 ‘ 
| General service activities: ! 
30 | General facilities L hee —318, 890 892, 056 | 38. 
Distribution of administrative and general expen- | | 
ses. S saGeGassaderearnes —inaaaeaamknel 10, 978 | 5, 000 9 0 
Total general service activities. ........._.--- — 307, 912 897, 056 47 ‘i 
| | — = — — — _— = = = = 2 
| Total acquisition of assets, ne 
financed. __..._- sins ictal oar diiteathees aiodealetcteca 146, 993, 832 152, ; 390, 056 | 36, 702. 00 
EXPENSES | 
| Navigation, flood control, and power program: 
34 | Navigation operations. -- ie 277, 450 | 272, 000 100, 00 
38 Flood-control operations : Kita bs apidomeke 130, 058 137, 000 196, 
48 | Multipurpose-reservoir operations__- | 2,009,591 | 2, 204, 000 | 2. 000. (i 
Distribution of administrative and general expe n- | 
| Ses _ . cinnaheg Staak Sain ae eaten peace 142, 651 163, 000 157, 0 
Total née eee flood senteeh, and power 
program. Sate eligi wi i bbasnntnsnetacal 2, 559, 750 | 2, 776, 000 ia 2, 423, 
| Fertilizer and munitions program: 
59 Fertilizer and munitions development. 2. 143, 809 2, 366, 000 2, 150, 00 
Distribution of administrative and a expen- | 
EE RELIES LTO FES SS PE 88,410 | 84, 000 | 90, 
| S cncsinenetiiciianeatenns ans cecanieedipnilibaltntes 
Total fertilizer and munitions program. ---_-. a 2 282, 219 | * 450, 000 | 2, 240, (i 
| Resource development program: 
74 | Resource development: . ....-..-- s2.-.2...---5-<5< 547,071 | 347, 000 | $000, 00 
Distribution of administrative and general expen- | 
sears ; iheawictenel pigeoceseckecapianend 62, 737 | 42, 000 | 42, 
| Total resource development program. 609, 808 | 389, 000 | 442, OW 
| General service activities: Maintenance of bridges | 
| financed by others on TVA dams. --.....-...-------] 117 2, 000 2, 
Total expenses, appropriation financed --_._-_-- 5, 5, 401, 804 5, 617, 000 | 5, 10 
| | 
CHANCES IN WORKING CAPITAL | | 
| 
118 | Inventories and property transfers _ ----- Seabees — 207, 420 
| |= SS | eeeeeeSE | F = == 
Total appropriation financed budget - - -----.--- | 152, 188, 306 | 158, 007, 056 | 41, 809, 0 
SOURCES OF APPROPRIATED FUNDS g | 
a Ee Re lee ee ee 188, 546,000 | 120, 000, 000 | 27, 500, 
| Balance from prior year. _--...--.--------- eee 15, 974,362 | 52, 266, 056 | 14, 259, 
Prior year balance rescinded - - ; a ia ane —66, 000 | 
Balance carried forward to subsequent year iS eueageoe —52, 266,056 | —14, 259,000 |_- 
Total appropriated funds. ...................--.] 152, 188, 306 | 158,007,056 | 41,8000 


ine een: — a eeesisiaisicnetantall 
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Summary of corporate. financed buaget (for fiscal years ending June 30, 1954, 1 
e and 1956) 


Corporate financed obligations | 1954 actual | 1955 estimate | 1956 estimate 


ACQUISITION Ob ASSETS 


Navigation, flood control, and power program: 
Projects contributing to power supply: 

Boone $7, 373 $1, 000 

Fort Patrick Henry <n 4, 000 

Additional hydrounit, Fontana 3 3, 2! 

Johnsonville steam plant 7) 3, 000 $13, 000 
Widows Creek steam plant 9, 983 , 000 

Kingston steam plant. 258, § 000 1, 000 
Shawnee steam plant 000 3, 000 
Colbert steam plant ! 2, 000 000 
Gallatin steam plant 2 21, 000 1, 000 
John Sevier steam plant | 31, , 000 116, 000 


Total projects contributing to power supply 766, 594, 000 23F, 000 
Transmission system facilities 25 28, 225, 000 97. 000 
Additions and improvements at completed projects 35 } 000 O00 
Investigations for future projects _ - ; 233, 000 188, 000 
Distribution of administrative and general ex- 

pense ‘ d ; 332, 58: 32, 000 567, 000 


Total acquisition of assets, corporate financed - 26, 412, 29, 510, 000 29, 220, 000 


EXPENSES 
| 
| Navigation, flood control, and power program: 
Power operations i 78, 342, 155 104, 338, 
Multipurpose-reservoir operations is ‘ 1, 628, 1, 742, 
Distribution of administrative and general ex 
I caieait . ‘ = 1, 200, 1,371, 


Total navigation, flood control, and power 
program -__-_-- : ‘ 81, 171, 107, 451, 
| = 
Fertilizer and munitions program: 
Fertilizer and munitions development. “$2 16, 250, 909 7, 431, . 000 
Distribution of administrative and general 


penses _.- 304, 027 359, 000 


Total fertilizer and munitions program.....--.| 16, 554, 936 5, 643, 000 


| Resource development program: 
Resource development -- 547, 000 
Distribution of administrative and general - | 
ae = 62, 73 92, 000 


Total resource development program 609, 82, OOO 
General service activities: 
Reimbursable services___--_- wide dere 5, 343, 45 3, 978, 000 3, 828, 000 
Distribution of administrative and general ey 
penses 124, 387 100, 000 15, 000 


Total general service activities_...............-- 5, 467, ! 4, 078, 000 3, 843, 000 
Total expenses, corporate financed .---| 103, 803, 63 129, 901, 000 3, 461, 000 
CHANGES IN WORKINO CAPITAL 


118 | Inventories__.__- 


5, 899, 560 3, 820, 000 6, 878, 000 


Total corporate financed obligations.............| 136, 115, 605 163, 231, 000 179, £59, 000 
REPAYMENTS 


1%) | Payments to U. S. Treasury: 
Retirement of bonds-_---- cers oss tin eek tea ea 5, 000, 000 15, 000, 000 14, 000, 000 
Repayment of appropriation investment in the | 
power program ae . 15, 000, 000 35, 000, 000 45, 000, 000 
Payment of miscellaneous nonpower proceeds 4, 676, 977 5, 465, 224 6, 982, 000 


Total payments to U. S. Treasury | 24, 676,977 55, 465, 22 65, 982, 000 


Total corporate financed budget 160, 792, 582 218, 696, 224 245, 541, 000 
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Summary of corporate financed budget (for fiscal years ending June 30, 1954, 195; 
and 1956)—Continued 


Spelman 
Page | 

refer- Corporate financed obligations 1954 actual | 1955 estimate | 1956 estimat: 
ence 








SOURCES OF CORPORATE FUNDS, CURRENT INCOME 


Navigation, flood control, and power program: | 
Navigation operations...........-..-.----- dae es $18, 151 $25, 000 $31, om 
Coiba io aw tno ctw devcconcddwienauy 131, 992,034 | 186, 986, 000 221, 920, 00 
| Multipurpose-reservoir operations.-.-........--.---- 279, 464 260, 000 234, 00) 
RRO ln wire na cnnbeminwan conewe 132, 289, 649 | 187, 271, 000 222, 185, 000 
Fertilizer and munitions.program: Fertilizer and mu- 

Iso Shinn wid onesie onieacawanraeds 20, 464, 445 22, 648, 000 21, 102, 0% 
Resource development program: Resource develop- 

ES flies inate nics et bien ons le ond iekaleaeeeadh cn bead 21, 550 | 7, 000 8, 00) 
General service activities: Reimbursable services ___-_- 5, 467, 841 4, 078, 000 3, 843, 000 
Miscellaneous: Sale of retired plant and other miscel- 

UNNI II Snr re oe 2, 335, 378 2, 873, 000 1, 191, rh 


Feta Carat Ps 8 osc iscsi ci cca seen 160, 578, 863 _216, S77, 008 28, 329, 00 


DECREASES IN RESERVES 


Power proceeds: 














Se ae 37, 757, 712 36, 755, 746 33, 419, 746 

} Balance carried forward to subsequent year. ---_-- —36, 755, 746 | —33, 419,746 | —37, 516,746 
Total decrease in power proceeds..............-- 1, 001, 966 3, 336, 000 —4, 097,00 

Nonpower proceeds: ong Se et AD BL | 

NT Cs | ee ee 4, 676, 977 5, 465, 224 6, 982, 00) 
Balance carried forward to subsequent year. ose —5, 465, 224 | —6, 982, 000 =5, 673, 00 
Total decrease in nonpower proceeds-.....--.--- —788, 247 —1, 516, 776 1, 309, 000 
Total decreases in reserves ..............--.----- 213, 719° a 1, 819, 224 «| —2, 788, 000 











Total current income and decreases in reserves. -| "160, 792, 582 | 218, 696, 224 B 245, 541, 00 








APPROPRIATED FUNDS 


TVA is requesting an appropriation of $27,550,000 for 1956, and proposes to 
utilize $14,259,000 estimated to be carried forward from 1955 for the projects 
and programs summarized on page 2. Of the total appropriation requested 
and balance carried forward ($41,809,000), $33,575,000 is for power facilities— 
continuing construction of generating projects under way and beginning con- 
struction of new transmission facilities required to connect the TVA system 
to the facilities of the Mississippi Valley Generating Co. and for an additional 
154-kilovolt line to the Arnold Engineering Development Center. Capital addi- 
tions required for other programs and distribution of administrative and general 
expenses bring the total estimate for acquisition of assets to $36,702,000. Appro- 
priation financed operating expenses are estimated at $5,107,000. 


CORPORATE FUNDS 


The corporate financed obligations for 1956, summarized on page 3, are oe 
mated at $179,559,000: capital additions, $29,220,000; expenses of operating 
programs and reimbursable services for other agencies, $143, 461,000; and inven- 
tories, $6,878,000. Income is estimated at $248,329,000 of which $221, 920,000 is 
from power. Repayments to the United States Treasury and retirement of 
bonds totaling $65,982,000 are budgeted for 1956. Power repayments made and 
budgeted through June 30, 1956, are 57 percent more than the amounts required 
to that date to provide for amortization of the repayable power investment over § 
40-vear period. 
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C. Statement of financial condition as of June 30, 1958, 1954, 1955, and 1956 
halances for June 30, 1954, are as certified under sec, 1311, Public Law 663) 


ASSETS 


‘ash 
With Treasury and in banks. 
On hand. 


Total cash - - - - 


Current receivables: 
Federal agencies. - . - - 
Power customers-.- aici elena tds 
Chemical eens ‘customers - 
Employees... 
Other 


Total current receivables-----.-- - 


Inventories: 

Power fuel. - 

Other power materials and supplies. - 

Chemical products manufactured and in. 
process - 

Chemical raw materials and supplies. 

lest-demonstration fertilizer stored w ith 
ditributors - --.- = 

Materials and supplies ‘for general use - 


Total inventories--.---- 


Land, structures, and equipment: 
Multiple-use dams. - -- Tee 
Single-use dams. - -- -- 

Steam production plants _. 

Other electric plant... .----.---- 
Chemical plant 

General plant- 

Construction in progress - - - -- 
Investigations for future projects. - 


Total land, structures, and equipment 


Less portion charged off as depreciation: 
Multiple-use dams 
Single-use dams-.................... 
Steam production plants_-.-...------ 
Other electric plant 
Chemical plant 
General plant 


Total portion charged off as depre- 
ciation 


Net land, structures, and equip- 


Total assets 
LIABILITIES 


Current liabilities: 
Accounts payable: 


Federal ageneis...<................. | 


Employees’ accrued leave 

Unpaid payroll 

Employees’ savings bond collections. - -- 

Accrued bond interest payable to U. S. 
Treasury 

Retirement system 


Total current liabilities 
Deridiietne............... 2... 
Contributions in aid of construction_.._.---- 


Total liabilities___...........- 


i 
1953 actual 


$341, 106, 408 | 
5, 969 


1954 actual 


$266, 861, 136 | 
50, 767 


1955 estimate 


$116, 984, 233 | 
50, 767 


1956 estimate 


$76, 573, 233 
50, 767 





341, 112, 377 


208, 8 911, 903 | 


117, 035, 000 


7%, 624, 000 





10, 279, 175 
5, 980, 615 
1, 399, 895 

33, 592 
931, 804 


18, 625, 081 
9, 103, 001 
5, 737, 350 


2, 498, 077 
4, 466, 616 


34, 573 
583, 097 


13, 625, 955 | 

6, 293, 101 

1, 425, 270 
35, 269 | 
959, 760 | 


22, =, 355 


13, 845, 078 | 
7, 409, 117 | 


2, 234, 471 
3, 954, 173 


59, 865 | 
533, 982 | 


15, 000, 000 | 
7, 500, 000 | 
1, 500, 000 

50, 000 | 
950, 000 


"25, 000, 000 


16, 625, 078 
8, 880, 117 


1, 414, 472 
4, 120, 172 


59, 865 
533, 982 


15, 000, 000 
7, 500, 000 
1, 500, 000 

50, 000 
950, 000 


25, 000, 000 


22, 000, 078 
10, 215, 117 


1, 
4, 


274, 472 
155, 172 


59, 865 
533, 982 





22, 422, 714 


28, 036, 686 


31, 633, 686 


38, 238, 686 





718, 751, 458 
48, 758, 448 
227, 126, 662 
268, 862, 379 | 
35, 228, 331 
20, 821, 731 
209, 462, 476 
616, 974 


730, 896, 088 
59, 901, 417 
346, 400, 808 
313, 741, 510 
36, 506, 034 
19, 268, 877 
315, 624, 421 | 
872, 713 





737, 799, 000 
60, 719, 000 
689, 034, 000 
381, 462, 076 
35, 420, 000 
20, 459, 000 
171, 530, 761 
1, 194, 759 | 


746, 452, 000 
60, 694, 000 
860, 384, 000 
425, 472, 302 
35, 934, 090 
21, 459, 000 
22, 132, 535 

1, 607, 759 





1, 529, 628, 459 


81, 152, 221 
9, 748, 723 
21, 127, 545 
37, 554, 911 
12, 715, 298 
7, 711, 491 | 


3 S28, 211, S68 


90, 357, 397 
10, 479, 104 
28, 163, 105 | 
43, 637, 627 | 
13, 857, 082 
7, 029, 013 | 





| 2,097, 618, 


596 


98, 598, 000 
11, 255, 000 
41, 539, 0¢ 
51, 535, Of 


D0 
” 
7 oe = 


1 
| 
| 
00 | 


2, 174, 135, 596 


106, 908, 000 
12, 035, 000 
62, 914, 000 
61, 285, 000 
14, 392, 000 

8, 740, 000 





170, 010, me, 100 








34, 889, 443 | 
8, 743, 820 
2, 110, 753 

129, 560 | 


255, 069 | 


193, 523, 328 


vom, 618, 270 ‘es 629, 688, 540 | 


| - 741, 778, 442 | | 1, 946, 976, 484 | 


6, 561, 941 
53, 403, 592 
9, 075, 581 
2, 676, 192 
254, 487 


266, 188 
346, 97 70 


1,873, 473, 596 | 1, 907, 861 


ne 


, 596 


2, 047, 142, , 282 | s 047, 724, 282 


6, 000, 000 
47, 297, 239 
9, 075, 000 
2,000, 000 | 
200, 000 


127, 734 
300, 000 | 


5, 000, 000 
33, 924, 973 
9, 075, 000 
1, 500, 000 





53, 163, 736 
1, 220, 589 
279, 720 | 


54, 664, 045 | 


! 
306, 716 | 


72, 584, 951. 
970, 652 | 
303, 344 


73, 858, 947 | 


64, 999, 973 | 
720, 652 | 
308, 344 


66, 028, 969 


49, 999, 973 
495, 652 
313, 344 


50, 808, 969 
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C. Statement of financial condition as of June 30, 1953, 1954, 1955, and 195 
(balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 
Continued 


| 


| 1953 actual | 1954actual | 1955 estimate | 1956 estin ' 


INVESTMENT OF U. 8. COVERNMENT 














Interest-bearing investment: | 
Bonds held by U. 8. Treasury... -_- ..--| $34,000,000 | $29,000,000 | $14,000,000 |... 

Non-interest-bearing investment: | | ry = 
Appropriations by Congress.........---- 1, 596, 734, 581 | 1, 785, 214, 581 | 1, 905, 214, 581 | $1, 932, 764, 5) 
Less repayments to U. 8. Treasury------ | 67, 421, 189 87, 098, 166 | 127, 563,390 | — 179, 545, ay 
Net appropriations..._...____- -| 1,529, 313, 392 | 1,698, 116,415 | 1,777, 651,191 | 1,753, 219.19 
Property transfers from other agencies--_| 44, 916, 313 45, 029, 517 | 45, 029, 517 | 45, 029, 517 
co a — = — = | ae = aay — = 

Net appropriations and property | | 
ace ar a 1, 574, 229, 705 | 1, 743, 145,932 | 1, 822, 680, 708 | 1, 798, 248 71% 


Retained earnings: | yy; 
Net income from power operations..| 225, 773, 288 253, 914,245 | 302,909,245 | 361, 000, 24° 
Net expense of other programs.- --- 146, 888,596 | 152,942,640 | 158, 476, 640 | 162, 333, 64 


Total retained earnings.......-.-.| 78,884,692 | 100,971,605 | 144, 432,605 | 198, 668, ui 





Total non-interest-bearing invest- | ae: 
ee Jw eee llaaaincieien .-| 1,653, 114, 397 | 1, 844, 117, 537 | 1, 967, 113, 313 | 1, 996, 915, 31: 


Total investment of U. S. Govern- | | 
1, 981, 113, 313 | 1,996, 915, 313 





ys, ee er ee ey 
Total liabilities and investment of | oh sie ai Weg a | fh 
oa eee eee 1, 741, 778, 442 | 1, 946, 976, 484 | 2, 047, 142, 282 | 2, 047, 724, 282 


Norte.—Contingent liability against appropriated funds for undelivered orders for construction materials 
and equipment, not included above, is as follows: June 30, 1953, $247,164,671; 1954, $121,179,281; 1955 
$21,374,281; 1956, $7,434,281. 

Selected working capital (other than cash with Treasury and in banks) included above is as follows 
June 30, 1953, —$58,526,594; 1954, —$68,461,656; 1955, —$54,374,033; 1956, —$32,549,033. 


ScHEDULE C-—1.—Repayment of investment in power program under provisions or 
the Government Corporations Appropriation Act, 1948 


} 7 | j 
| | 


Minimum repavments | 40 of plantinvestment at | Actual and budgeted 
required under 1948 law end of previous year payments ! 
Fiscal year sean a ie daa tee Ta tage ee TIED Sa mag ws Ae Salt ores + Se 
Year Total period Year Total period Year | Total pe 
1948__. : $10, 500, 000 $10, 500, 000 | $10, 500, 000 | $10, 500 









1949____- | 2, 500, 000 13, 000,000 | $8, 705, 981 $8, 705. 981 5, 500,000 | — 16, 000, (i 
eS | 2, 500, 000 15, 500, 000 8, 705, 981 17, 411, 962 5, 500, 000 | — 21, 500, (i 
tl ; | 2, 500, 000 18, 000, 000 9, 149, 627 26, 561, 589 9, 000, 000 | — 30, 500, 
cence anes | 2,500, 000 20, 500, 000 9, 733,970 | 36, 295, 559 12, 000, 000 2, 5 
i caaaees ; 2, 500, 000 23, 000,000 | 12, 256, 316 48,551,875 | 15, 000, 000 Mk 
1954__- aa ..| 2,500, 000 25, 500, 000 17, 482,476 | 66, 034, 351 20, 000, 000 KK 
1955_.....- 2, 500, 000 28, 000,000 | 21, 592, 868 87, 627, 219 | 2 50, 000, 000 
1956__...._- 2, 500, 000 30, 500, 000 | 2 31, 424, 781 | 2 119, 052, 000 | 2 59, 000, 000 

A spn cns ee : 87, 059, 810 |__- f 

1968__... | 174, 119, 620 |___ eS 

are :.. 261, 179, 430 

1988___ | 348, 239, 240 

2 a i 365, 985, O80 |___ ee Bo Sn ee | 

1991... 389, 358, 811 |_-- ; Eee oe | 

1992__. 490, 252, 655 | 

i cecal a 699, 299, 057 |___ 

1994_.._. . 863, 714, 733 

1995... oon : ...| 21, 257, 000, 000 |___ | 

; : | 2.1, 451, 400, 000 | _-- . | 

1997__. ---| 2.1, 462, 496, 000 | . 

1998_...- Stn ; ---| 21, 472, 346, 000 


Pe he eon sence , eee rare 


1 In addition to repayments under the provisions of the Government Corporations Appropriation Act 
1948, bond redemptions of $8,572,500 and other repayments of $15,059,019 were made prior to fiscal year 1% 
2 Estimated. 
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UNOBLIGATED BALANCES 


Mr. Ranaut. Page 4 of the justifications shows an estimated carry- 
over of $14,259,000. 

Is this an estimated unobligated balance? 

Mr. WessENAUER. Yes, sir; that is an estimate of the unobligated 
balance as of the end of 1955. 

Mr. Rasaut. What is the present unobligated balance in appropri- 
ated funds? 

Mr. WessenaAvrr. I do not have that figure, sir, but I believe that 
our unobligated balance at the end of the fiscal year will likely be 
larger than the $14 million, because of delays in the ‘delivery of some of 
the generating equipment. 

So, we have not made the expenditures for its installation, but the 
money which will accrue and make the balance larger, as‘well-as the 
$14 million balance, will be required in fiscal 1956 to ‘install that equip- 
ment, 

Mr. Rasaut. Can you supply this figure for the record to the best 
of your ability, as to some time and some date? 

Mr. WesseNAUER. We can try to make an estimate, sir. 

Mr. Ranaut. The question was: What is your present unobligated 
balance in appropriated funds? 

Mr. WessENAUER. Yes, sir. 

Mr. Ranaut. That is, the money that is appropriated. 

Is it apart from the money which you earn in your own operations? 

Mr. WrssENAUER. Yes, sir. 

(The information requested follows:) 

The unobligated balance on March 31, 1955, was $88,111,458. This balance is 
to be used for carrying on construction and nonconstruction activities for remain- 
ler of fiscal year 1955; and for carrying on construction activities in 1956 deferred 
from 1955, largely because of delays in delivery of major equipment. 

Mr. Ranaut. What unobligated balances in appropriated funds have 
been carried over on June 30 in each of the last 5 years, and what was 
the total appropriation for each of those years? 

You may supply that information for the record. 

Mr. WessENAUER. Yes, sir. 

(The information requested follows:) 


Appropriations, obligations, and balances during the construction period of 
7? large steam plants 


Balances 
A ppropria- 
tion obliga- 
Brought Carried tions 
forward forward 


Appropria- 
tions 


$61, 041, 650 $2, 440,654  —$2, 730, 431 $60, 751, 873 
194, 714, 000 2, 730, 431 —850, 191 196, 594, 240 
238, 389, 600 850,191 | —25, 132, 250 214, 107, 541 
336, 027, 000 25, 132, 250 — 15, 974, 362 345, 184, 888 
188, 480, 000 15, 974, 362 | —52, 266, 056 152, 188, 306 


5 
5 
120, 000, 000 52, 266,056 ' —14, 259, 000 1 158, 007, 056 


Estimated in 1956 budget. 


NOTE Balances carried forward usually result from variations in construction performance from that 


‘wed when estimates were submitted. Balances carried forward from any year are used, along with 


W appropriations, for carrying out the approved construction program schedujed:in the following year 
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REPAYMENTS TO TREASURY 


Mr. Rasaur. Page 5 of the justifications shows that $65,982 (9 
will be repaid to the Treasury and also includes bond retirement jy 
1956. 

How does this compare with fiscal year 1955? 

Mr. WessENAUER. This year, sir, we will pay into the Treasypy 
and retire bonds in the total amount of $55,465,224. : 

So that the budgeted figure for 1956 is about $10.5 million larger 
than for the current year. 

Mr. Puitures. Mr. Chairman, may I ask a parliamentary inquiry 
off the record? 

Mr. Rasavt. Yes. 

Mr. Putuurps. Off the record. 

(Discussion off the record.) 


PowER OPERATIONS 


Mr. Rasavutr. On the power program, we will insert pages 6, and 
9 through 15 of the justifications. 
(The pages referred to follow:) 
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In the budget presented to the Congress for fiscal year 1955, no funds were 
requested to begin construction of additional generating capacity in anticipation 
of load growth through 1957. Instead, the budget program contemplated that 
the Atomic Energy Commission would be able to contract with another supplier 
for 600,000 kilowatts, beginning in 1957, to replace some of the power AEC is 
now under contract to purchase from TVA. Plans for accomplishing this have 
taken tle form of arrangements by AEC for delivery of that amount of power b: 
the Mississippi Valley Generating Co. (MVGC) to TVA near Memphis and TV 
vould deliver a corresponding amount to AEC at Paducah. Depending upon 
the extent to which such arrangements make capacity available before the end 
of 1957, the relationship then between capacity and requirements would be 
approximately as set forth below. Corresponding figures for the end of 1958 
are also Shown. 
ay is table shows the relationship between capacity expected to be available 
and estimated demands at the end of calendar years 1957 and 1958, 





| Margin for unforeseeable 
Presently developments 


Pn — | sinae ——-OoOoO— 


| Assured-load-| demands | » 
| carrying (kilowatts) Kilowatts | — mt of 
ability | a 


} 


System capacity (kilowatts) | 


End of ealendar year 


Nameplate 
rating 


| | j j 

10,038,485 | 9,533,000 | 9,800,000 | —267,000 | 
to | to 

| 10, 133, 000 333, 000 | 

10,050,485 | 9,543,000 | 10, 600,000 | —1, 057, 000 | 

| { to | to | 

10, 143, 000 | |  —457,000 | 


! 





A statement on power requirements follows: 

No provision is made in the 1956 budget for beginning construction of new 
generating units and the system capacity figures used above include no TVA 
generating capacity beyond that which is already under construction. The figures 
alticipate installations during 1956-58 of units with nameplate rating of 186,000 
kilowatts at Army dams on the Cumberland River and at Aluminum Company of 
America dams on the Little Tennessee River. The load figures include for Federal 
agencies only the amounts under contract, except for a scheduled AEC increase 
at Oak Ridge. This means that the estimated power requirements in the area 
do not include the several hundred thousand kilowatts of ‘‘extended load’’ at 
Oak Ridge and Paducah which AEC’s installed equipment can use at any time, 
nor any provision for new or expanded power requirements of any other Federal 
agencies. 

On these assumptions of capacity and load, a deficiency in power supply is in 
prospect in 1958. The deficiency may develop, beginning as early as the latter 
part of 1957, unless other means for obtaining funds are devised and authorized 
in the near future, or a supplementary request is made and additional appropri- 
ations are provided. TVA is undertaking studies of financing methods alterna- 
tive to appropriations, and it is expected that requests for legislative action will 
be submitted to the Congress during the current session. 

To provide for a margin at the end of 1958 comparable with that at the end of 
1956 would require completion by the end of 1958 of approximately 1 million 
kilowatts (nameplate rating) in new capacity. 


BASIS FOR ESTIMATES OF LOAD AND CAPACITY 


Estimates of power requirements 


The estimates of power requirements assume a continued expansion of the 
ee of the Nation and of the region with a relatively high level of industrial 
production. 

Large and constantly growing amounts of power are used by the 148 municipal 
and cooperative electric systems which distribute TVA power to the 5 million 
people in the area they serve. Forecasts of their power requirements are based 
on a number of independent studies of factors which affect power use. These 
include studies of the appliances used and their effect on consumption levels. 

he trends of growth and seasonal variations are projected from past experience. 


63240—55———_11 
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Existing and prospective requirements of commercial and industrial establish, 
ments served by the municipalities and cooperatives are reviewed. 

A second group of loads is those of the few large industries served directly ), 
TVA. Their requirements are forecast on the basis of information receiyg 
directly from the consumers; for example, in connection with contract revising. fmmpstir 
and inquiries concerning proposed developments. ’ 

The third group consists of the loads of the atomic energy plants and othy 
Federal agencies operating in the area. As noted above, no allowance has bee 
made for possible further-inereases in such loads. 7 

The power required to supply all these users Was 5,411,000 kilowatts in Januar 
1954. The presently estimated demand for the end of 1958 is 10,600,000 ki. 
watts. This includes requirements of the AEC projects at Paducah and (jj 
Ridge totaling 3,110,000 kilowatts and requirements of other users amountiyy ? 
to 7,490,000 kilowatts. Actu: 


Estimates of load-carrying ability 

Hydro and steam generating units are designed and manufactured to deliye 
their nameplate capacity under specified average operating conditions. Ung appl 
favorable conditions the output can be increased above this designed capacity 
The dependable capacity is determined by taking unfavorable conditions jini 
account also. For example, high tailwater conditions resulting from flood 
have reduced available hydro capacity by as much as 400,000 kilowatts durixg 
winter periods when heavy system demands for the year were being supplied. 
Drawdown of storage reservoirs as a result of drought conditions such as hay 
been experienced during recent years can rettuce the output from. the hydn 
system 500,000 kilowatts below its rated capacity. Operating reserves must lx 
deducted from the dependable capacity to cover removal of units from servic 
for scheduled or emergency maintenance; failure of units to perform as expected 
capacity required under instantaneous load changes to maintain system stability, 
regulate frequency, and control loading on tie lines; and the effects of abnormal 
temperature or other weather conditions. The assured load-carrying ability 0 
the system is the amount of load which can be supplied with reasonably reliabk 
service under the circumstances that must be expected. As the system grows 
TVA’s allowance for operating reserves, as a percentage of the total dependabld 
capacity, is gradually being reduced to-about 8 percent—a lower figure than cus 
tomary in the industry. 

The comparison of the projections of load and of load-carrying ability show 
the extent to which a margin is provided or a deficiency can be expected. Th 
seriousness of any indicated deficiencies or the desirability of any margin shoul 
be appraised in light of the changes that develop in capacity installation schedule 
and in power requirements and the relative seriousness of a power surplus or! 
power shortage. Estimates made several vears in advance are, of course, subjett 
to a margin of error, since they involve judgments on uncertain future events 
The estimates of load could prove to be either too high or too low. Past estimati 
experience indicates that facilities are often delayed by such factors as inability 
to obtain equipment on schedule. Also unexpected loads frequently develop 
These factors result in reducing anticipated margins or changing margins ind 
deficiencies. Deficiencies result in curtailment of service and revenues aii 
necessitate the use of high-cost purchased power. These elements of cost coul 
extend over a period of years depending upon how quickly the deficiency could 
eliminated by additional construction, Either or both of these results of pow 
deficiencies are likely to be far more serious and costly than having a margil 0 
reserve which is temporarily above minimum requirements. However, ti 
necessity of making load and capacity forcasts cannot be avoided, and past expem 
ence, combined with an analysis of current trends and conditions, must furnis! 
the basis for the forecasts. The figures presented herein represent the best es! 
mates of the TVA staff, all factors considered. 

This table shows obligations for transmission system facilities. 
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A ppropriat- | Corporate 






























ed funds funds Total 
Fstimated obligations, 1956: 

direct = as eer 
; primary transmission facilities... .._.....--- $7,420,000 | $11, 927, 000 $19, 347, 000 
Subtransmission facilities _--._- at 7, 022, 000 z, 022, 000 
Other transmission facilities____- ‘ bs 6, 533, 000 6. 533, 000 
Total, direct 7, 420; 000 25, 482, 000 32, 902, 000 
Indirect 290, 000 2, 502, 000 2, 792, 000 
Total, 1956--- - 7, 710, 000 27, 984, 000 35, 694, 000 
stimated obligations, 1955. - - 6, 702,000 | 28, 225, 000 34, 927, 000 
Actual obligations, 1954. : 15,576,132 | 25,082, 032 40, 608, 164 


Primary transmission projects to be started in fiscal year 1956 and estimated 
yppropriated funds required for them in that year are: 


Starting construction of transmission connections with the Missis- 
sippi Valley Generating Co. for transfer of 600,000 kilowatts of 
power for AEC__- 


tarting construction of transmission line (154 kilovolts) from Mur- 
freesboro to the Arnold Enginecring Development Center 920, 000 


$6, 500, 000 


Total direct obligations—appropriated funds 7, 420, 000 
TRANSMISSION SYSTEM FACILITIES 


Mr. Rasaut. Please explain the need for the new 154 kilovolt line 
othe Arnold Engineering Development Center, for which $920,000 
s required. 

Mr. WessenaveEr. That, sir, is the result of an increase in the power 
equirements of the Arnold Engineering Development Center, which 
s projected in the next few years. 

They are presently under contract to take 318,000 kilowatts, and 
hey are installing additional equipment, which will add another 
(,000 kilowatts to their load, making a total of 388,000 kilowatts. 
fou will note that there are two items. One is the item of $6.5 
ullion for the start of construction of the transmission lines across the 
lississippi River, to bring in the Dixon-Yates power. The other 
tem of $920,000 is for starting construction of a transmission line from 
lurfreesboro to the Arnold Engineering Development Center. 

The line is made necessary by the center’s requirement for this 
ditional amount of power, and if it is to be available by the time the 
enter wants it, we should begin construction during the next fiscal 
year, 

Mr. Rasaut. You were required by the Congress to finance from 
orporate funds the full cost of new transmission facilities requested 
nthe 1955 budget. You show the table on page 2 of the justifications. 

You show in that table that $6,702,000 of appropriated funds will 
be used in 1955 for this purpose. 

Are these funds carryover from 1954, or what is the story on this 
tem? 

Mr. Wessenaver. Those are carryovers from the preceding year. 
i other words, we were unable to complete appropriated financed 
projects budgeted for fiscal year 1954 in that year, and the only work 
hat is included in the category under appropriated funds for trans- 
hission facilities in-the current fiscal year.invelye completion of those 
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projects, and the carryover of funds unexpended in the previous y 
with which to do that work. : 

Mr. Puriuups. Off the record. 

(Discussion off the record.) 

Mr. Rapavt. Is there any reason why the transmission facili 
program for 1956 should not be financed entirely from corpoy 
unds? 

Mr. WesseNAvER. Well, I believe if we are to increase payme, 
into the Treasury and to maintain an appropriate reserve for oq 
tingencies, we could not finance all of our future transmissig 
necessarily, out of corporate funds. 

Therefore, we have included in the appropriated fund item 
request for $7,710,000 which is required in connection with the beg 
ning of work on these specific projects. 7 
: Mr. Rapsaut. You feel that you should have appropriated fu 
or it! 

Mr. WeESSENAUER. Yes, sir. 


ORIGINAL REQUEST FOR ADDITIONAL GENERATING CAPACITY 


Mr. Ranaut. In view of the acknowledged need for addition 
generating capacity, either with or without the Dixon-Yates pla 
did you request funds for additional generating capacity in yo 
original budget submission? 

Mr. WeEssENAUER. Yes, sir; the TVA did ask for additional genen 
tion capacity in its submission to the Bureau of the Budget. 

Mr. Ranaut. What happened to the request? Did you appealij 
or did you get it? 

Mr. WessENAUER. It was not granted, and it was appealed, andi 
was not granted following the appeal. 

Mr. Rasaur. Then, for the record, what about the correspondent 
between the TVA and the Bureau of the Budget on this matter? 

Mr. WESSENAUER. You would like to have that, sir? 

Mr. Rapavt. Yes; 1 would. 

Mr. WessENAUvER. I believe it can be furnished. 

Mr. Rasavut. Do you have it here? If not, will you please pl 
it into the record? I am requesting the correspondence between tt 
TVA and the Bureau of the Budget on this matter. 

Mr. Puiuuips. Could some idea be given of that, or are we tos 
the letters? Could some idea be given as to what is in them? 

Mr. Rapaut. We can see them when we get them. It is just 
standard exchange of correspondence which we want. We doi 
want a lot of odds and ends. 

Mr. Puiturps. Well, you see, that leads, Mr. Chairman, into 4 
figures which will onabebio indicate some failure to estimate corretl 


in the past the power needs. Do you see my point? 
Mr. Rapavut. Do you have any objection to them going in? 
Mr. Puiturrs. Not a particle; I think they ought to go in. 
Mr. Raspavt. All right; fine. 
(The information requested follows:) 


OL 
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TENNESSEE VALLEY AUTHORITY, 
Knozville, Tenn., September 15, 1954. 


























op. RowLAND R. HuGuess, 
Director, Bureau of the Budget, 
Executive Office of the President, 
Washington 25, D. C. 


Dear Mr. Huaues: We submit herewith TVA’s budget program for the fiscal 
ar 1956. We believe this program is in accord with the budget policies described 
vour letter of July 23, 1954. 

Funds required to finance the 1956 program would be derived as follows: An 
bpropriation request of $95,835,000; funds provided by operations of $247,- 
2,000; and a decrease in United States Treasury cash of $6,246.000. Of the 
B19 {82,000 thus provided, $111,109,000 would he used for expenditures for ac- 
isition of assets; $147,425,000 for operating expenses; $19,967,000 for increasing 
rking capital; and $70,982,900 for retirement of bonds and repayments to the 
nited States Treasury in accord with section 26 of the TVA Act. This latter 
mount of repayments from revenues is equivalent to about three-fourths of the 
ppropriation request. 

Net income from power operations is estimated at more than $59 million in 
b56, representing a 4-percent return on the average net investment in power 
cilities. Repayments from power proceeds of $64 million in 1956 will bring the 
tal repayment of power investment to $215 million. When the 1956 payment 
made, TVA will be 60 percent ahead of an average payback schedule under the 
)-vear plan established by law. 


THE APPROPRIATION FUND BUDGET 


A new appropriation of $95,835,000 is proposed for fiscal vear 1956. This 
jount, with an estimated balance of $14,259,000 to be carried forward from the 
rrent vear, totals $110,094,000, which will be applied as follows: Obligations for 
quisition of assets, $103,374,000; operating expenses, $6,720,000. Not since 
pcal year 1950 has the estimated requirement for appropriated funds been as low 
B the estimate for 1956. 
The 1956 estimate for power generating and transmission facilities is $92,575,000 
1e budget program provides $25,865,000 for continuation of work on 2 hydro 
enerating units and 6 steam generating units now under construction; $59 
ilion for beginning the installation of 6 steam generating units at 3 existing 
ojects; and $7,710,000 for transmission system facilities. 
The new units proposed are John Sevier unit 4, Johnsonville units 7-10, and 
allatin unit 3. These units are those that can be installed and operated to 
ipply system loads at lowest cost. 
Generating facilities now under construction by TVA will add 1,199,500 kilo- 
atts of capacity (nameplate) to the TVA system in fiscal year 1956. No addi- 
onal TVA capacity is now under way. By the end of calendar year 1957 it is 
timated that regional power demands will be 9,800,000 kilowatts. The assured 
ad-carrying ability of the TVA system will then be from 9,533,000 to 10,133,000 
llowatts, depending upon the extent of completion of arrangements for delivery 
600,000 kilowatts of power over the TVA system to the Atomic Energy Com- 
bission by a private supplier. If these arrangements are not completed, a short- 
fe will result. Even if they are completed and the full supply of power is avail- 
ble before the end of 1957, a margin of only about 3 percent is indicated which is 
mall in comparison with normal utility standards. 
The installation of six generating units at existing projects, as provided in the 
to t #6 budget program, would improve the balance between power supply and 
Pjulrements to some extent at the end of calendar year 1957, with the full capac- 
reCH@y becoming available in 1958. A deficiency in power supply would be made 
hprobable, but there would still be practically no margin if there is delay beyond 
957 in the delivery by the private supplier of all or a part of the 600,000 kilowatts 
brthe ARC, If the contemplated arrangements for that supply are fully eom- 
leted before the end of 1957, the margin for unforeseeable developments will then 
¢ 6.8 percent. By the end of 1958, when demands are expected to reach 10,- 
0,000 kilowatts, this margin will be reduced to about 5 percent, an undesirably 
bw level for efficient management of a power system. Any significant upward 
ange in the power demands of Federal agencies above the known loads now 
Aken into account would wipe out this small margin. 
The Board has given serious consideration to the urgency requiring a start on 
struction during fiscal year 1956 of additional units in the steam powerplants 
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at Johnsonville, John Sevier, and Gallatin. It has reviewed the computation 
and estimates involved in forecasting needs and is of the opinion that the method 
are sound and the basic data correct. It has been noted that the forecasts result 
from assumed firm demands by AEC and other Government agencies and Services 
and from projections of growth and developing needs in the case of industry and 
residents of the area. : 

Such forecasts necessarily involve some elements of uncertainty. If industria) 
production should prove to be at a somewhat reduced level in 1957 and 1958 
or if, contrary to past experience, few new power needs develop»beyend thos 
presently anticipated, a smaller margin would prove to have been adequate and 
the additions to Johnsonville alone might be sufficient. With reasonable fore. 
warning, any deficiencies during the winter peak-load seasons that might result 
with installation of only the Johnsonville units conceivably might be met py 
bringing in higher cost power from other sources. It might be possible to eon. 
plete the John Sevier and Gallatin additions in time for the 1958 peak demands 
even if they were not started in the 1956 budget program. 

On the other hand, more capacity than included in the proposed budget would 
be highly desirable if other possible conditions should develop. The AEC mish; 
find it necessary, as at present, to operate at a higher level of load than provided 
for in its power contracts. Further expansion of AEC or AEDC facilities or 
any other new power demands in excess of present estimates, especially if re. 
quired by the defense program, would make the availability of greater generating 
capacity of extreme importance. The penalties of any inadequacies of capacity 
would be magnified if the drought of the last few years continues or worsens, 
Delays in manufacture of turbines and boilers, experienced on all recent units 
add seriously to the risks of any deferral of equipment orders. 

After considering the range of possibilities, we have developed and are recom- 
mending the proposed program as being the most prudent alternative, in ou 
judgment. The possibility of deferring any unit should be contemplated only 
if it is considered exceedingly important to reduce budgetary obligations even 
more sharply than we have assumed. 

Thus it would be to take a calculated risk to defer construction of additional 
units at John Sevier and Gallatin until a subsequent fiscal year. All members 
of the Board concur in this, but two members believe that the risk of failing to 
provide a minimum margin is too great to incur. The chairman feels, on the 
other hand, that the risk is so relatively small and timely action in the future 
would so serve to further minimize it, that the 1956 budget could justifiably be 
limited to commencing construction on units 7, 8, 9, and 10 at. the Johnsonville 
plant, deferring additions to John Sevier and Gallatin until the need has been 
more definitely established. 

Transmission system facilities would require $7,710,000 in 1956, including 
$7,420,000 in direct obligations. Of this estimate, $6,500,000 is for beginning 
construction of facilities for receiving 600,000 kilowatts for transfer to the AEC. 
The remaining $920,000 will be used for beginning the construction of a trans 
mission line for service to the Arnold Engineering Development Center. 

The 1956 construction program includes only 1 new major water-contro 
structure, a navigation lock at Wilson Dam to replace 3 outmoded, substandar¢- 
size locks. Funds have been requested before for this facility, but so far have 
been allowed only for design work. Tennessee River traffic is growing rani'ly. 
Between 1945 and 1953 traffic through the Wilson locks rose from 452,000 to 
1,580,000 tons. At the rate of traffic increase now anticipated, the practical 
annual capacity of Wilson lock—2,400,000 tons—will be reached by 1958. Ifa 
new lock can be built, it is expected that traffic past Wilson Dam will evcee! 
3,100,000 tons in 1963. If a new lock is not provided, full use of the investment 
in existing navigation facilities on the Tennessee River cannot be realized. 

Appropriated fund requirements for operating expenses are $6,720,000. While 
this is above the estimate for 1955, the difference does not reflect any major 
inerease in program activities. It is due primarily to a difference in the method 
of financing resource development in 1955. 

In both 1954 and 1955, funds available for resource development were reduced 
sharply from actual expenditures.of earlier years. The resource developmelt 
activities of TVA have been kept under careful review during the past year. 
This review shows that it is in the national interest to continue these activities, 
and that a modest increase in the level of expenditure is necessary to conduct 
them effectively and to bring some of them to an orderly conclusion in the nest 
few years. These points are brought out in greater detail in the TVA budget 
justification document. 
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By specific provisions in the 1954 and 1955 Appropriation Acts, TVA was 
directed to finance resource development activities in part from corporate funds. 
We believe that TVA’s resource development activities should be financed from 
appropriated funds except to the extent that TVA derives corporate proceeds 
through sale of products incidental to these activities. They are noncommercial 
operations of an educational and demonstrational nature. While their imme- 
diate value is regional, as the TVA Act of 1933 contemplated they should be, 
they are also performed in the general interest of the country at large. Their 
benefits, both direct and indirect, extend beyond the region. They are in the 
nature of traditional Federal functions performed by TVA on a regional basis. 
They relate to the development of agricultural resources, of forests, and of small 
watersheds. They include the mapping of the area in cooperation with the 
United States Geological Survey. 

Section 26 of the TVA Act, as amended, does not provide for financing these 
general activities from corporate funds. The use of TVA proceeds is restricted 
to the commercial-type programs that produce them. Only through temporary 
amending legislation in the appropriation acts has it been possible for TVA to 
use corporate funds to finance general resource development. 

For these reasons we again provide in our 1956 budget program for financing 
resource development from appropriated funds except for a small amount that 
ean be financed from corporate funds in accord with the provisions of the TVA 
Act, as amended. 

The above comments with respect to financing resource development activities 
represent a majority Board opinion; however, the new Chairman of TVA, respon- 
sive to conference report (to accompany H. R. 8583, 83d Cong., 2d sess., Rep. 
No. 1882), has given such careful consideration as time has allowed to the resource 
development activities program and has: determined that it can be financed in 
the future from other than appropriated funds, being mindful that as previously 
stated, temporary amending legislation in the appropriation act will be necessary. 
He recommends that nonpower proceeds be used for this purpose in 1956 but 
desires to reserve opinion as to disposition of the financing in future budgets. 

Other operating programs financed from appropriated funds are planned at 
about 1955 levels and are described in detail in the budget justification. 

We again recommend that the limitation on travel expenses contained in our 
1955 appropriation language be eliminated. We are convinced that such limita- 
tions, however well-intentioned they may be, do not save money when applied 
to TVA. In the long run they may result in a waste of money by forcing us to 
choose more expensive ways of getting necessary work done in order to avoid 
expenses for travel. 

THE CORPORATE FUND BUDGET 


Corporate income is estimated at $247,455,000, of which..$221,145,000 would 
be from power operations. Expenditures from corporate funds are estimated at 
$174,965,000, consisting of $29,240,000 for capital additions; $140,705,000 for 
expenses of operating programs and reimbursable services for other agencies; and 
$5,020,000 for inventories. Payments to the United States Treasury and retire- 
ment of bonds would total $70,982,000... The estimated payment from power 
proceeds of $64 million will be the largest annual payment ever made by TVA. 

Very truly yours, 
HERBERT D. VoGEL, Chairman of the Board. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., December 1, 1954. 
Hon. HerBertT D. VoceEt, 
Chairman, Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 


My Dear GeNnERAL VoGEL: Your budget estimates for the fiscal year 1956 and 
the information presented by your representatives from the Tennessee Vailey 
Authority have .been. given, careful analysis.. The President has approved the 
inclusion in the budget of the following recommendation for your agency’s appro- 
priation: Payment to Tennessee Valley Authority Fund, $27,450,000. 

On the basis of the information furnished us, and after taking into aecount the 
arrangements between the Atomic Energy Commission and the Mississippi 
Valley Generating Co., the generation now scheduled for the TVA system will 
provide, during the 5-year period from 1953 to 1958, an increase of more than 80 
Percent in the assured capacity for loads other than those of the Atomic Energy 
Commission. In view of past experience this substantial increase would appear 
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to make adequate provision for reasonable load growth. This increased capacity 
would be augmented by whatever power TVA can continue to purchase jn thy 
future from outside sources. Moreover, additional generating capacity at existing 
plants could, according to the information presented to us, be installed in a perig4 
of less than 3 years. - Therefore, in the light of the overall budgetary problems 
confronting the administration, the 1956 Budget will make no provision fo 
starting construction of additional power generating units. In the event th; 
conditions change during the next year warranting reconsideration of this decision 
appropriate budgetary action will be taken. ' 

he recommendation includes $400,000 for resource development activities 
The budget contemplates that additional funds in the amount of $600,000 wil] he 
applied to these activities from proceeds of operations of the Tennessee Valley 
Authority. ; 

Our advice on the draft legislation submitted by you with respect to charging 
interest on the power investment of the Tennessee Valley Authority is being made 
the subject of a separate letter. 

Members of the Bureau of the Budget staff will communicate with your budget 
officer concerning the appropriation text, the narrative statement, and other 
details relating to the above amount. Please have your budget officer revise the 
details for 1956 in the schedules of obligations to agree with the approved esti. 
mates. In addition, obligations or other transactions reported for 1955 should be 
revised, if necessary, to reflect significant changes in your financial plans. It will 
not be necessary to prepare new green sheets or narrative statements unless it is 
impracticable to make revisions on the original presentation. The revised 
schedules should be returned not later than December 3, 1954. 

The recommendations of the President, the estimates submitted, and any other 
information used in the formulation of these recommendations are to be kept 
confidential until the budget message is presented to Congress, except that in 
those cases where the Bureau of the Budget releases estimates to the committees 
on appropriations prior to that time, the estimates may be discussed with members 
and staff of those committees. In such cases you will be advised before the 
estimates are released. 

Sincerely yours, 
Row.anp Huaues, Director. 


TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., December 6, 1954. 
Hon. Rowtanp R. Huaues, 
Director, Bureau of the Budget, 
Executive Office of the President, 
Washington 25, D. C. 


Dear Mr. Huaues: I transmit to you the following appeal from my colleagues 
on the TVA Board for restoration of a part of the funds eliminated from our 1956 
budget request. My personal views are expressed at the end of the appeal letter. 

We have received your letter of December 1, 1954, informing us of the Bureau's 
allowance in connection with TVA’s budget request for 1956. Your letter pro- 
vides appropriated funds of $27,450,000, a $68,385,000 reduction from our budget 
request of $95,835,000. We have also been advised by the Bureau of the Budget 
staff of the details applying to the allowance. 

The program and estimates submitted to you in September 1954 represented 
the result of careful consideration and review of TVA requirements for 1956 in 
the light of the budget policies set out in your letter of July 23, 1954. We are 
also mindful of the overall budgetary problems facing the country, but the redue- 
tion in appropriated funds represented by the allowance letter, amounting (0 
more than 70 percent, is so drastic and would have such serious consequences 
that we are compelled to appeal for reconsideration. We are confining ou! 
appeal to the minimum number of items which seem to us to be essential if TVA 
is to fulfill its statutory responsibilities. These are: The restoration of part of 
the proposed power capacity to be started in 1956; restoration of the estimate 
for the development of river transportation; and the restoration of part of the 
estimates for flood control, multipurpose reservoir operations, fertilizer and mutl 
tions development, and administrative expenses. ad 

We request that the total allowance be increased from $27,450,000 to >9- 
250,000, an increase over the Bureau allowance of $30,800,000, but $37,585,000 
less than our original request. The increase would provide $30 million for start 
ing construction in 1956 of 540,000 kilowatts at the Johnsonville steam plant, 
and would restore $800,000 of the $1,825,000 reduction in the appropriatio! 
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fnanced program and administrative and general expenses. The revised allow- 
ance we are now requesting is substantially less than the $65 million in proceeds 
which TVA is expecting to pay into the Treasury in fiscal year 1956. 

As stated in our letter to you of November 10, 1954, the TVA Board is giving 
immediate and serious attention to the possibilities of financing future expansion 
of the TVA power system by means other than appropriations. For the reasons 
described in our letter, the problem is of such importance and complexity that 
time is required if we are to arrive at an answer which will be workable and will 
serve the long-run interests of the valley region and of the Nation. Achieving a 
satisfactory solution will, of course, require the advice and participation of the 
representatives of the region, and particularly the 148 municipal and cooperative 
power distributors who have invested $400 million of their own money as partners 
in the regional power system. Until we are able to formulate a workable plan it 
jsimportant that TVA be provided with the necessary appropriations to add gen- 
erating capacity to its system for meeting the region’s power needs. As we read 
the President’s letter of November 10, 1954, to Representative W. Sterling Cole, 
which was released to the press, the President recognized that generating capacity 
should be provided to meet the power needs of the citizens of the valley while the 
role of the Federal Government in financing new power capacity is being con- 
sidered. 

The 1956 budget as presently approved by the Bureau of the Budget provides 
no additional capacity to meet the estimated loads in the winter of 1958-59. As 
we indicated during our budget hearing in October, we feel strongly that prudent 
management of the power system would require starting during fiseal year 1956 
the installation of additional generating capacity to provide a margin of several 
hundred thousand kilowatts over presently projected 1958 loads. The 1956 
budget as presently approved by the Bureau of the Budget fails by about 500,000 
kilowatts to provide enough capacity even to meet the estimated loads. 

We appreciate that overall budget considerations may prevent reaching desir- 
able objectives, but certainly we should not be planning our power program so as 
to project a deficit. We believe the minimum program dictates starting at least 
the four Johnsonville units. The capacity thus provided, together with the power 
to be supplied for AEC from the Dixon-Yates plant, would barely meet the pro- 
jected needs in 1958. 

At present the power TVA is able to deliver to AEC and large industrial users 
of power is roughly half a million kilowatts less than they could use. At the same 
tine TVA is importing roughly half a million kilowatts that happen to be available 
from other power systems. ‘This amount of power loads the transmission inter- 
connections, and more could not be delivered to TVA even to meet a national 
emergency. The imported power is of uncertain availability, with wide fluctua- 
tions from month to month and year to year. These facts show that it would be 
highly desirable if TV A’s capacity were a million kilowatts greater today, in order 
to provide with reasonable assurance for the operation of the power using facilities 
built or under construction by the people and the Federal agencies in the area. 

Even if it were possible to struggle through a power shortage in 1958, it could 
only be done at heavy cost—cost borne largely by the Government as the owner 
of the TVA system and as the user of about half of TVA’s power output. Today 
the use of high cost marginal power sources is costing the area’s major power 
consumers, principally AEC, approximately a million dollars a week above 
normal rates, besides reducing the return on the TVA investment. It is fortunate 
that in 1956 the relation of power supply to demand in this region will be much 
improved. At least part of those gains should be maintained by installing capacity 
in 1957 and 1958. Appropriations invested in a minimum program—the Johnson- 
ville units—for keeping capacity approximately abreast of probable demands can 
be expected to yield larger dividends in avoidance of wasteful operation of high-cost 
plants than almost any investment the Federal Government could make. 

Our request for appropriation financed program expenses and administrative 
expenses was $7,897,000. The indicated Bureau allowance of $6,072,000 for 
these items represents a reduction of $1,825,000. or 23 percent below the amount 
requested. The requested restoration of $800,000 of the Bureau of the Budget 
reduction of $1,825,000 for continuing these activities—navigation operations, 
flood control operations, multipurpose reservoir operations, fertilizer and muni- 
tions development, and administrative services—is in our opinion the minimum 
restoration required to enable TVA to conduct such activities at a level consistent 
with TVA’s statutory responsibility and with reasonable effectiveness. 

The attached statements detail the bases for these recommendations and 
present our views on the comments contained in the allowance letter. 
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Although we are not requesting the restoration of funds for constructing a ney 
lock at Wilson Dam, we feel we must again emphasize the need for early correctig, 
of the serious bottleneck which is fast developing at this strategic point on the 
river channel. For the past 2 years we have proposed the construction of a ney 
lock at Wilson Dam to replace the existing outmoded facilities. Our budge 
request for 1956 agait included funds for starting this construction. This woulq 
have allowed initial operation of the new lock in 1958, the year in which we 
estimate the traffic at the Wilson locks will reach the practical locking capacity 
Actual traffic in calendar year,1954.will exceed that estimated in the September 
1953 planning report by 20 percent, and it seems likely that the existing locks 
will become a bottleneck even sooner than we had anticipated. : Although we 
have no firm basis for judging the relative needs of the new Wilson lock as eom. 
pared with navigation improvements on other rivers, the benefit-cost ratio fo, 
the new Wilson lock is roughly twice as great as those published for lock and 
dam No. 8 on the Warrior River and the Greenup and New Cumberland locks 
and dams on the Ohio River. 

In addition, we pointed out during the hearing in October that failure of the old 
operating mechanisms could occur which would put the locks out of service and 
result in serious interruptions to traffic. We have also found that extensive 
cracking has taken place in the river wall of lock No. 2. The necessity of pro- 
viding for increased traffic, and the danger of structural and mechanical failure 
which increases every year, make early correction of these conditions essential, 
The Bureau allowance permits continuing design of the new lock, and we hope that 
funds for construction will not be delayed beyond 1957. 

The above comments.and the attached statement reflect the views of a majority 
of the Board of Directors but depart in some instances from those of the Chairman 
who believes that the Tennessee Valley Authority, in order to meet its full obliga- 
tion to the people of the United States, must prepare, as a power producer, to 
stand more fully by itself, and, as an administrator of government functions, to 
develop on the one hand an eagerness in the people of the region to accept greater 
responsibilities, and on the other a greater degree of coordination with other 
government agencies that they may gradually assume in this region the functions 
traditionally carried out by them in other parts. 

Taking the power question first: On the assumption that the Dixon-Yates plant 
will be built at West Memphis to be producing 600,000 kilowatts of electrical 
energy by the end of 1958, there will be an assured capacity in the TVA system of 
10,143,000 kilowatts at that time. Against this is a contemplated demand load 
of 10,600,000 kilowatts. Thus, for about three months at the end of 1958 and the 
beginning of 1959 there may be a deficiency, if additional units are not built for 
the Johnsonville, John Sevier, and Gallatin plants—and if nothing else is done—of 
about 450,000 kilowatts. 

On the other hand, if the Board of Directors of TVA and its staff will move 
promptly to devise a new system of self-financing—and if the Congress will act 
promptly to approve a request along that.line—it.should be possible to get the 
additions to existing steam plants started in time to have them producing power 
at the end of 1958 in amounts necessary to meet the demand. 

Failing that, there would still be the possibility of starting the additions with 
funds appropriated in fiscal year 1957 and getting upward of 330,000 kilowatts 
additional on the lines by the end of 1958. Since TVA is now purchasing about 
that same amount from AEC and private sources, it should be able to ride over the 
emergency period. 

All of these conjectures rest upon a number of uncertainties. On the one hand, 
the demand load of 10,600,000 kilowatts is an estimate that is considered generous 
and may not be reached, in which case the system may provide adequate power 
with no additions at Johnsonville, John Sevier, and Gallatin. On the other hand, 
there may be an unexpected demand by AEC, or the MVGC plant might not be 
built, in either of which case it would be necessary to take prompt steps to meet 
the anticipated shortage. 

The chairman admits that it would be convenient to have the additional powe! 
at the end of 1958 that can be generated by additional units at Johnsonville, and 
additional power from John Sevier and Gallatin would put TVA on “easy street 
to the point that self-financing might not have to be considered for several years. 
He believes, however, that every effort should be made, beginning now, to avoid 
placing additional burdens on the taxpayers through appropriations, and he recoll- 
mends therefore that action be deferred on appropriations for new starts at John- 
sonville, John Sevier; and Gallatin, as proposed by the Buseau.of-the Budget, until 
the situation can be carefully examined at a later date when more information may 
be available. 
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As to reduction of appropriations for navigation operations from $272,000 to 
$31,000, the chairman feels that this is very much in order. While TVA has ac- 
cording to law the responsibility for unified development of the Tennessee River 
and its tributaries, the development has now been largely accomplished. Insofar 
gs navigation is concerned the Corps of Engineers is operating and maintaining 
hoth the locks and the channel. ‘They are also keeping commercial statistics. 
In the opinion of. the chairman, the work done by TVA in connection with naviga- 
tioa tan be suspended for a year without harm to anyone, or picked up by cushion- 
ing within the Engineering Division, and meantime it can be determined what 
part if any can be delegated to another agency. It is believed that TVA’s legal 
responsibility can be properly discharged by seeing that necessary things are 
done—by whatever agency, and without duplication. Moreover, care should be 
taken to avoid doing things here that are not properly nor normally done else- 
worhese same comments apply in general to the $55,000 reduction in flood control 
appropriation. This is not necessary or essential work, and it is not duplicated in 
other parts of the country. 

While not opposing the majority board opinion on restoration of cuts against 
multipurpose reservoir operations, the chairman does not believe that the proposed 
cuts would extend to vital functions. This same comment applies to cuts directed 
against the fertilizer and munitions program. — , 

The remaining cuts appealed by the majority of the Board relate primarily 
to administrative and general expenses and here*the Chairman concurs with the 
Bureau that reductions can be properly made. The work of the Government 
relations and economies staff is of such esoteric nature that it could properly 
be done by a management division as a sideline to practical investigations 
designed to improve the efficiency of the entire TVA organization. Such a group 
should act as staff advisers to the Chairman of the Board, who in turn should have 
his responsibilities defined by law whereby he would become the executive head 
of the organization to dispatch details of business in accordance with broad 
general policies determined by the Board. This would parallel the method by 
which successful businesses are conducted. 

A separate letter proposing legislation along this line is being submitted. 

Cuts in personnel and technical information would follow normally from the 
reommended cuts in activities previously discussed, and could be sustained at 
least through the fiscal year. By fiscal year 1957, a better determination can be 
made as the result of detached and unbiased management studies conducted under 
the Chairman of the Board. 

The Chairman does not disagree with decentralization of operations in any 
organization. On the contrary he strongly favors decentralization as a general 
principle. He does feel, however, that top management cannot pass off its re- 
sponsibilities to lower operating groups and rely on those groups to report upon 
their own efficiency of operations. Coordinated control is necessary at the top 
level to insure that policies are being carried out and that all operations are 
conducted with maximum efficiency. Moreover, every organization needs a 
directive head to take executive action as needed to see that Board policies are 
complied with. This should be the function of the Chairman as executive head. 
Working with the General Manager, he could then dispatch the multitudinous 
details now requiring combined action by the Board. 

Sincerely yours, 
HERBERT D. VOGEL, 
Chairman of the Board. 


Errects oF BUREAU OF THE BupGET ALLOWANCE LetTerR, Fiscan YEAR 1956 
POWER CAPACITY 


Capacity increases now underway are not sufficient 


the allowance letter notes that the capacity additions now scheduled for the 
VA system will provide during the 5-year period from 1953 to 1958 an increase 
of more than 80 percent in the assured capacity for loads other than those of 
AEC. The letter goes on to say that in view of past experience this substantial 
increase would appear to make adequate provision for reasonable load growth. 
We believe that it is not enough to look at the additional capacity that is being 
provided. It is necessary to consider what the total supply—old and new—will 
be in relation to the load. However, we wish to point out that the general loads 
of the area—the residential, commercial, and industrial loads—are estimated to 
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increase 84 percent from 1953 to 1958 and that a review of past experience shioy, 
that the increase during the preceding 5 years was approximately 92 percent. 


Plans should not be based on recurring power shortages 


The 1953 capacity was far below the level required to carry the TVA loads 
to operate the power. system efficiently. It was necessary to import power fron 
other systems, some of it at very high cost. It was necessary to operate the old 
and expensive plants on the TVA system. It was also necessary to curtail heayily 
the operations of industrial power consumers. All of these measures for meeting 
loads were expensive, both to TVA and its power customers. 

It would not be prudent to plan on importing large amounts of power in 1953 
Power from surrounding systems cannot be considered a substitute for addition) 
capacity on the TVA system. The capacity on other systems jis dedicated t 
their own loads and only such surpluses as may be available from time to tine 
can be exported. The economical plants of other systems are needed for their 
own loads and any surplus is from the older high-cost plants. No power systey 
can function effectively in dependence upon the unpredictable availability fron 
other systems of power which, when available at all, must come from generating 
sources that range from marginal to obsolete. The occasional use of high-cost 
power, and the occasional curtailment of some loads, are steps to be taken under 
exceptional circumstances. Sound plans for the future cannot be based 
the regular use of such devices. Sound rate structures should reflect occasional 
limited use of high-cost sources in emergencies but not their regular use. Some 
industrial power contracts can provide for limited curtailments, but very lame 
amounts of power could not and have not been sold on the assumption of frequent 
unavailability of power. 


Prospective deficiency in 1957 

The estimated load for December 1957 is 9,800,000. kilowatts. The capacity 
now under construction by TVA, plus the capacity that it is hoped can be built 
by the Corps of Engineers on the Cumberland River and by the Aluminum 
Company of America on the Little Tennessee River, would provide an assured 
load-carrying capacity of 9,533,000 kilowatts. The indicated deficiency would be 
267,000 kilowatts. 

It was to eliminate this deficiency—originally estimated to be somewhat larger— 
and to provide at least some small margin that the Bureau of the Budget recom- 
mended the Dixon-Yates arrangements. As it develops, however, even if con- 
struction of the Dixon-Yates plant were to begin tomorrow, it would not be 
likely to provide any power for use in 1957. 

Experience indicates that the construction of the Dixon-Yates plant would 
require more than three years, especially considering that no compensation is 
provided for overtime work and no penalties would be incurred for delays. The 
only guarantee is of 100,000 kilowatts of interim power which would not be 

. delivered until January 1958, or later than that if the contracts do not become 
effective until after the end of this year. 


Johnsonville addition would begin to be effective in 1957 


One advantage of the four Johnsonville units as a minimum program to starl 
during the coming session of Congress is that it is probable that one of them could 
be in operation before December 1957. 


Delay of a year would be unduly hazardous 


The allowance letter notes that additional generating capacity could be installed 
at existing plants in less than 3 years. This is generally true. However, if funds 
are not provided during the coming session of Congress, the time available for 
adding units will not be 3 years. The practical result will be to delay the beginning 
of installation of new units until July 1956. Even assuming that a deficiency 
appropriation might be provided early in 1956—and our experience has been that 
both the Bureau of the Budget and the Congress are reluctant to consider 
deficiency appropriations—construction could start but little earlier. Therefore, 
capacity not started during the coming session of Congress would need to be 
installed in 2% years or less to be effective during the latter part of 1958. The 
equipment manufacturers are in better position to build the new units now on4 
fast schedule: however, there is no assurance that this condition will prevail if 
the start is delayed a year, The recent slackening of orders for new generators 
and turbines is now being reversed, and as new orders come in, delivery promise 
will tend to be extended. , 

In addition to the question of the practicability of construction of new capacity 
on shorter than normal schedule, there is the further consideration of the ext 
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costs. of construction if it should prove necessary to use abnormal overtime and 
other costly means of expediting construction. 

We have reviewed our experience with all the units on which construction be- 
gan during the last 4 years and which are now completed or close to completion. 
The average construction time for the units involved in the new steam plant 
starts is 37 months. The average time for adding units to existing steam plants is 
39 months. All these- units were being installed under rush schedules with the 
assistance of AEC-sponsored priority ratings. : 

In summary, the likelihood of any substantial change in the present prospects 
of heavy power deficiencies in 1958 is very remote and the risks and costs of any 
delay would be great. 

No provision is being made to supply additional power AEC could use with existing 
facilities 

In light of the rejection of the larger program that we requested, we do not ask 
that enough capacity be started now to provide a margin above the anticipated 
loads in 1958, but we would be remiss if we did not mention again that our load 
estimates do not provide for operation of the AEC projects at a level in excess of 
their design capacity. By operation at extended-load, those facilities will be able 
at anv time to use some 500,000 kilowatts more power than the amounts assumed 
in our load foreeasts. At the present time, the AEC facilities that have been 
completed are operating at higher than design capacity, and we have no reason for 
assuming that they may not do so in the future. 

The Atomie Energy Commission is today using large amounts of power which 
can be supplied only at much higher prices than would be the case if we were able 
to maintain a reasonable margin of generating capacity over projected loads. 
The additional power generating units would be fully paid for from the savings 
such units would permit. Although at any given time the tightness of power sup- 
ply and consequent high costs to AEC for interim and supplemental power have 
appeared to be due at least in part to emergency factors, as a practical matter this 
situation has become chronic, It is true that the present loads of AEC are greater 
han anyone knew 3 years ago that they would be. We have urged annually, 
however, that some margin of generating capacity be provided to help keep situa- 
tions like the present one from developing. We consider it equally desirable to 
provide such margins for 1957 and 1958. Furthermore, it should be recognized 
hat we will then face not only the possibility of loads now unforeseen, but the 
prospect of extended operation by AEC of power-using equipment which is now in 
existence. 

AEC has not been prepared to contract for power in future vears for its extended 
ads. Other power users in this area will be contracting from time to time to buy 
heavailable power. If it then develops in 1957 or 1958 that AEC wants to oper- 
ate at extended load, the cost to the Government of the necessary power will be 
ery much higher than if some margin of capacity were being provided. 


PPROPRIATION FINANCED PROGRAM EXPENSES AND ADMINISTRATIVE AND GENERAL 
EXPENSES 

javigation operations 

The TVA budget program for 1956 as presented to the Bureau included an esti- 
ate of $272,000 for navigation operations, one of the principal responsibilities 
lelegated to the board of directors by the TVA Act. This estimate provided for 
gineering and research for the development of river transportation, the operation 
f public-use river terminals, and the cost of power required for lock operations. 
he Bureau indieated that the reduction here might be accomplished by eliminat- 
ig the $241,000 estimated for work on development of river transportation. This 
ould leave only $31,000 and would result in the virtual elimination of a statutory 


The TVA Act provides for the unified development of the Tennessee River and 
he other resources of the Tennessee Valley region. Navigation operations are an 
sential part of the unified program. Construction of the navigable channel of 
he Tennessee River has been completed for present traffic but this does not 
onclude TV A’s navigation responsibilities nor render navigation operations un- 
hecessary. The channel and navigation facilities must be constantly improved to 
meet the needs of expanding commerce; markers on secondary channels and maps 
fthe mainstream reservoirs must be maintained; capital improvements must be 
blanned as needed ; structures proposed by private industry across or along the 
ver must be reviewed in accordance with the requirements of section 26a of the 
VA Act; the day-to-day needs of navigation must receive consideration in the 
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regulation of streamflow; and the optimum use of the navigation criannel must hp 
made possible through engineering and economic studies and analyses of thow 
factors which affect the contribution of this waterway to the economic vitality 
the region and the Nation. These functions can only be carried out effectively 
as part of TVA’s overall operations and it is therefore necessary that TVA majy. 
tain a small staff of experts in the field of navigation. 

The navigation investment in the Tennessee River of approximately $15; 
million was authorized by the Congress for the purpose of strengthening th 
national economy by providing a modern waterway connecting the Tennessee 
Valley with the other great regions of this country. This investment will serye 
the function for which it was authorized only if it is used, but it is a new resouree 
which will be used only as the people learn of the opportunities which it provides 
The small TVA staff performs an essential function in identifying these opportuni. 
ties and furnishing to prospective shippers the information necessary to take 
advantage of them. Direct outgrowths of this work are new industries such gs 
the grain elevators which are springing up at the Tennessee River ports and which 
afford new economic opportunities to the grain producers of the Midwest by pro- 
viding a new and expanding market for their surplus grain. ; 

The cost of this program is small but the benefits to the national economy gr 
large. TVA’s navigation operations must be continued if these benefits are to 
continue and expand. 


Flood-control operations 


The Bureau’s indicated allowance of $166,000 for flood-control operations js 
$55,000 below the TVA estimate of $221,000. This reduction will have a serious 
effect on work on local flood-control problems. 

In line with the naticnal trend of reducing Federal exnenditures for local projects 
which more appropriately should be financed at the State or local level, TVA is 
advancing a new approach in dealing with local flood-control problems. The 
purpose of this program is to generate greater awareness and sense of responsi- 
bility on the part of the States and local communities in solving their flood prob- 
lems with their own resources. Every community which suffers from floods can 
take action to reduce or prevent encroachments in flood hazard zones, thus redue- 
ing damage, and in many cases construction of protective works is within the 
financial capability of the communities involved. The ultimate goal is both to 
reduce flood damages, and to accomplish this result in such a way as to relieve the 
financial burden of the Federal Government for the construction of flood protee- 
tive works. The method employed is to provide for local communities, as they 
request it, information as to flood heights which may be expected, together witha 
minimum of technical assistance, so that their engineers, assisted by appropriate 
organizations of the State, may prepare their own plans for such flood protectio! 
works as may be justified. The reduction proposed by the Bureau will retard the 
execution of this important and timely program. 


Multipurpose reservoir operations 


The budget submission for 1956 included an estimate of $3,927,000 for multi 
purpose reservoir onerations, of which $2,211,000 was to be financed from appro- 
priations and $1,716,000 from corporate funds. In this program individual 
operating activities are not financed wholly from appropriations or corporate 
funds; rather the allocation to the two funds corresponds with the distribution of 
total multipurpose reservoir operating expenses to the primary programs. Sine 
40 percent of the total (the portion charged to power) is financed from corporate 
funds, a reduction of $211,000 in the appropriation estimate, as indicated by the 
Bureau, could only be accomplished by a total reduction of $352,000 in the program 
estimate. 

When the budget program was submitted in September, the TVA Board believed 
and it still believes that the program estimate of $3,927,000 for 1956 is the min 
mum estimate possible to permit TVA to fulfill its statutory obligations and 
responsibilities to the public in keeping with reasonable standards. For example, 
the estimate for maintenance of $264,000 was based on assuming a risk that 10 
situat‘ons would develop which would require substantial maintenance activities 
The frugalitv of this estimate is demonstrated by its relation to the investment of 
more than $260 million in plant to be maintained. 

As shown on page 41 of the 1956 budget program, the annual costs of this pr 
gram, adiuste! for increases in salaries, wages, and prices of commodities and 
services, have declined significantly since 1947 despite the addition of three ne 
dams to the system. The original 1956 estimate, adjusted for increased price, 
for 19 dams and reservoirs is only 63 percent of the adjusted actual cost for ! 
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dams and reservoirs in 1947. The 1956 estimate w ithout any price adjustment is 
$3,927,000 for 19 projects, compared to actual expenditures of $4,010,000 in 1947 
for 16 projects. 

The results of such a forced reduction could only be a serious loss of efficiency in 
management and inability to fulfill all of its statutory obligations and responsi- 
bilities to the public. 

A review of the projected 1956 program shows that a reduction of $352,000 in 
the estimate would have at least the following adverse consequences: 

1. Reduction of stream gaging work upon which the full effectiveness of the 
reservoirs for navigation, flood control,.and power depends. 

2. Curtailment of scheduled operating studies precluding potential improve- 
ments in operating methods which might otherwise be possible. 

3. Areduction of plant protection services about 15 percent below the minimum 
limit considered desirable in security plans reviewed by the Department of 
Defense. 

4. Retardation of the program of disposal of surplus lands by sale and elimina- 
tion of activities relating to transfer of lands to State and local agencies for general 
public use and licensing and leasing of lands for recreation or other uses, foreing 
management direction contrary to stated national policy. 

5. Elimination of all research and development work in the field of malaria 
control, includ’ng studies on resistance of malaria-carrying mosquitoes to DDT, 
development of more efficient larvicidal techniques and new insecticides, and 
improvement of vegetation control measures. This would seriously limit oppor- 
tunities for a continuation of reductions in annval malaria contro! costs. 

6. Elimination of all cooperative work with State, municipal, and industrial 
organizations in stream pollution control work, thus inhibiting the possibilities 
for cleaning up the waters in the Tennessee River and its tributaries. 

7. Reductions in the frequency of scheduled technical inspections of safety and 
other conditions at dams and reservoir structures to determine maintenance 
requirements. This would increase risks of small defects developing into large 
maintenance problems because they might not be discovered soon enough 


Fertilizer and munitions development 

The TVA request of $2,374,000 for fertilizer and munitions development appar- 
ently was reduced by $224,000, affecting research on fertilizer products and proc- 
esses, basic agronomic research, and farm test-demonstrations. 

The continued suecess of TVA’s fertilizer and munitions development program 
depends on basic chemical research and process development. In order to provide 
more funds for basic agronomic research, TVA reduced its estimate for products 
and process research in 1956. A further reduction would mean the termination 
of some essential research now underway and the deferral of some new research 
projects. 

The 1956 estimate for basic agronomic research provides for a different kind of 
research program than that of the past. Formerly, basic agronomic research 
related to high-analysis, single-nutrient fertilizers. Future research will involve 
the evaluation of chemical compounds as sources of more than one basic nutrient, 
amore complex kind of investigation. More attention is to be given to compli- 
cated problems of plant, soil, water, and plant-food relationships, which in turn 
involve such problem factors as water solubility, particle size, nutrient availability, 
and methods of application of plant foods. TVA feels that the research planned 
for 1956 will produce better, more uniform, and more timely research results 
than past results. It feels this so strongly that it has reduced the estimate for 
research on fertilizer products and processes below the 1955 level in order to 
provide more funds for agronomic research without increasing the program total 
significantly. Under the Bureau allowance it will be impossible to initiate this 
modified research program at an effective level, and questions of vital concern to 
whole fertilizer program cannot have adquate and timely answers. 

The Bureau allowance would substantially provide the same funds as were 
actually expended during 1954 and would drastically affect the program. In 
the case of farm test-demonstration of fertilizer, it would be misleading to consider 
1954 as a base period. Farm test-demonstration involves the testing and demon- 
stration of new and improved fertilizer on operating farms under a partial pay- 
ment plan. In 1954 a severe drought curtailed fertilizer use. Farmers took 
much less fertilizer than had been anticipated, resulting in a net reduction in 
VA expenditures for this purpose of about $165,000 below the estimate. The 
1956 estimate assumes, as it must, normal weather conditions. A different 
fertilizer—caleium metaphosphate—has replaced fused tricalcium phosphate, the 
€xperimental production of the latter having been concluded. This new fertilizer, 
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because of its high concentration, costs more to produce than fused tricaleiyn 
phosphate. This increased cost is reflected in the 1956 estimate. The expenses 
of the State extension services for supervision of the farm test-demonstratioy 
work are partly paid for by TVA under contracts. Generally increased cos 
have been experienced by the institutions, and the 1956 estimate recognizes this 
effect on TVA payments. 

For the reasons cited above, a return to the unrealistic 1954 expenditure leve| 
would have a serious effect on farm test-demonstration activities. To operate 
under the Bureau allowance would require a sharp reduction in the amount of 
fertilizer distributed. Fewer farmers could participate, in spite of a growing 
interest in this educational program in the new fertilizer-using areas of the Mid. 
west, the Great Plains, and the Rocky Mountain area. Both program supervision 
and program evaluation would suffer. 

The fertilizer development program is of national importance to farmers and 
me seatigor industry. The Board urges that it be maintained at a fully effective 
evel. 


Administrative and general expenses 


The 1956 estimate for administrative and general expenses was $4,431,000; the 
Bureau allowance is $4,142,000, a reduction of $289,000. We understand from 
the Bureau staff that this reduction might be accomplished by reducing our 
estimates for the Government Relations and Economies Staff by $40,000, the 
Division of Personnel by $81,000, and the Information Office by $73,000, and by 
reducing other administrative expenses by an additional $95,000. This reduction 
will so severely restrict the level of administrative services that the quality of 
performance throughout the organization will be adversely affected. In the 
interest of overall efficiency and economy, TVA provides management services 
common to all projects and programs on a centralized basis. Unless these services 
can be supplied promptly and competently, construction schedules are disrupted 
and program accomplishments impaired. The reduced allowance will create 
serious deficiencies in professional assistance to principal management officers 
and in essential services to operating divisions. 

The most serious results of the reduced figure will occur in staff studies and 
certain technical services. At the present time there is urgent need for TVA 
analyses of current regional conditions and trends in order to identify regional 
problems. Only by such staff studies can the Board of Directors be properly 
advised and assisted in program planning for integrated development of regional 
resources. TVA is now placing increased emphasis on the extension and strength- 
ening of working relationships with State and local agencies. It is trying to 
stimulate more effective Federal-State-local partnerships to solve local problems, 
Without staff to develop working arrangements for these cooperative efforts, 
progress will be greatly handicapped and the benefits of work in the past few years 
cannot be fully realized. The Government Relations and Economies Staff con- 
ducts both the research and liaison functions; to reduce its funds by $40,000 would 
greatly weaken its effectiveness as a staff aid. 

About $91,000 of the $248,000 estimate for the Information Office is for the 
operation of the technical library; $30,000 is for scheduling of foreign and other 
visitors; and the remainder is for handling inquiries from the press and the general 
public, preparation of the annual report as required by law, and assistance to 
other TVA divisions on reporting and information matters. The reduction of 
$73,000 for these functions would cripple all of them. The technical library 
serves not only as a reference library but also provides research services to 
technical staff members and to central management offices; at the reduced level 
the research services will have to be eliminated. The services of library experts 
greatly increase its efficiency and reduce costs of library research. Without such 
help the technical staff would be greatly handicapped and information required 
by them in their work would need to be secured by uneconomical methods. The 
advantages of a trained, central service will be sacrificed to a more time-consuming 
and expensive method. Over 3,000 persons a year seek arrangements to visit 
TVA for study purposes. About half of these are foreign visitors; for the majority 
of them, the Department of State, the Foreign Operations Administration, and 
other Federal agencies request TVA to arrange schedules. Reduced funds will 
force TVA to reject many of these requests or give them only cursory attention. 
Nine people handle the remaining functions of the Information Office. This s 
a minimum staff to give adequate attention to communications within an orgatl 
zation of this size and make a reasonable response to the requests of the press 
and the general public for information. 
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The other reductions in the allowed amount for administrative and general 
ses must be applied to the management services division. In this connec-. 
_ it must be recognized that costs of providing personnel, fiscal, medical, 
afety, and other management services do not vary in direct proportion to the 
ize and scope of the total program. When the program activities are expanding, 
‘nereases in administrative and general expenses are less than proportionate; 
imilarly, in a period of declining program expenditures it is not possible to make . 
proportionate reductions in administrative and general expenses. The amount 
allowed will deprive the Division of Personnel of sufficient staff to provide the 
particular personnel services required when onsite construction work is declining 
and to proceed efficiently with the recruiting, investigation, and training of new 
employees to operate the power generating units as they are completed. Effective 
personnel assistance is essential if construction work is to be kept on schedule; 
‘VA’s remarkable record of economy and efficiency in construction reflects the 
accomplishments of the Division of Personnel, both in recruitment and personnel 
relations. The Division of Finance will have to make curtailments which would 
reduce the value of fiscal services as an essential management tool. The high 
ost of service-connected injuries in terms of both employee compensation and loss 
f productive work time demands that a reasonable level of medical and safety 
services be provided. Considering that well over half of TVA employees are 
ngaged in hazardous work, arbitrary limitations on these services will clearly 
hnerease total cost and impair efficiency. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington, D. C., December 11, 1954. 
Hon. Hersert D. VoGeEL, 
Chairman, Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 

My Dear GENERAL VOGEL: As a result of the information presented in your 
letter of December 6, 1954, the budget determination previously conveyed to you 
in my letter of December 1, 1954, has been revised as follows: 


Payment to Tennessee Valley Authority fund: 
Amount previously approved $27, 450, 000 
Revised amount 27, 550, 000 


In accordance with your request, the amount of $100,000 is being provided for 
a management staff responsible to the Chairman but does not contemplate the 
legislation referred to on page 6 of your letter. 

The Bureau of the Budget has given very careful consideration to the statements 
concerning the power generating needs made by the majority of the Board and 
by the Chairman in your letter of December 6, 1954. We note that the Board 
‘is giving immediate and serious attention to the possibilities of financing further 
expansion of the TVA power system by means other than appropriations.”” We 
also realize as you stated in your earlier letter of November 10 that ‘the problem 
of finding alternative means of financing new steam plants in the Tennessee Valley 
area is very large and complex.’”’ We feel, however, that some positive action by 
the Board is desirable at as early a date as possible. We agree as stated in the 
bottom of page 4 of your letter of December 6 “‘if the Board of Directors and staff 
will move promptly to devise a system of new financing—and if the Congress will 
act promptly to approve a request along that line—it should be possible to get 
the additions to existing steam plants started in time for them to produce power 
at the end of 1958 in the amounts necessary to meet the demand.’”’ We, therefore, 
suggest that immediate attention be given to this problem with the objective of 
Working out a satisfactory system of self-financing in time for consideration of 
legislation at the next session of the Congress. If Congress does not act in time 
to allow the necessary starts to be made for your 1958 needs, we will reconsider 
the entire matter in the light of the then prevailing situation. 

Members of the Bureau of the Budget staff will communicate with your budget 
officer concerning details of the revised amount approved. 

Your cooperation in speedy revision of details in order to expedite printing will 
be appreciated. 

Sincerely yours, 
RowtaAND Hueues, Director. 
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TENNESSEE VALLEY AUTHORITY, 


Knoaville, Tenn., December 15, 195; 
Hon. Row.Lanp HvuaueEs, . 


Director, Bureau of the Budget, 
Executive Office of the President, 
Washington 25, D. C. 


Dear Mr. Hucues: We are submitting herewith the TVA budget document for 
fiscal year 1956 which has been revised in accordance with your letters of Decoy. 
ber 6 and 11, 1954. The December 11 letter denies all of the items appealed hy 
the TVA Board, but allows an additional $100,000 at the request of the Chairmay 
of the TVA Board to provide for a management staff responsible to him. We 
note your statement that this allowance is in lieu of legislation requested by the 
Chairman which would make him executive head of the agency with responsi- 
bility for dispatching the work of the agency. 

My colleagues have asked me to point out that the item for a managemest 
staff responsible to the Chairman was not included either in the original TV4 
submission or in the Bureau of the Budget’s December 6 allowance letter, and 
they therefore wish to take this oecasion to state their views thereon. In their 
judgment a separate management staff responsible to the Chairman would pot 
be in the interest of TVA. They believe it would interfere with the effective 
functioning of the Board in the management of the corporation, and recommend 
that this item be deleted from the TVA budget. 

In this I hold the opinion as-aforestated that a management staff is necessary 
in a complicated organization of the size represented by TVA, in order that the 
efficiency of its operating procedures may be continually examined at executive 
level and that all functions may be thoroughly coordinated. 

Sincerely yours, 
HERBERT D. Vocet, 
Chairman of the Board 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupbGET, 
Washington 25, D. C., December 20, 1954. 
Hon. Herspert D. VoGceE., 
Chairman of the Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 


My Dear GENERAL VOGEL: Your letter of December 15, 1954, sets forth the 
views of your colleagues on the Board of Directors reeommending the deletion of 
funds from the Tennessee Valley Authority budget for the establishment of an 
executive level management staff responsible to the Chairman and reiterates 
your view that staff assistance for the Chairman, along the lines discussed in 
your budget appeal letter on December 6, 1954, is both necessary and desirable. 

In view of the difference of opinion within the Board, it has been decided that 
in place of identifying $100,000 for a management staff in the budget this amount 
will be shown as a one line “contingeney”’ item in the schedule for administrative 
and general expenses. This is being done with the understanding that in the 
event agreement is not reached by members of the Board with respect to a man- 
agement staff prior to the time the hearings are held by the Congress on the 150 
budget, you would be free to present your recommendations regarding the need 
for such a staff to the Appropriations Committees. 

Sincerely vours, 
RoLAND HuaGuss, Director. 





TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., March 7, 1959. 
Hon. Rowtanpn HvcueéEs, 
Direetor, Bureau of the Budget, 
Washington 25, D. C. 


Dear Mr. Hvueues: It is now more than a year since the Dixon- Yates contract 
was first proposed as a means of providing an addition to the power capacity 
available to meet the loads in the TVA service area by the fall of 1957. It® 
already too late for such a plant to produce any energy for use in 1957, and there 
is no certainty that power from the facilities contemplated in the contract will 
be available in 1958, or indeed at any dependable date. 

There are many serious obstacles to completion of the Dixon-Yates arrange 
ment. The contract itself is now in litigation. The companies have not yel 
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fled with the Securities and Exchange Commission their application for the 
necessary approval of the agreements for debt financing. After many months 
of effort AEC and TVA have been unable to agree on a methoc of handling the 
Dixon-Yates power. None of the arrangements so far proposed would avoid 
serious adverse effects: on one or the other agency, or on both. Although the 
Dixon-Yates contract is with AEC, and TVA would participate only as a trans- 
mitting agency for AEC with the understanding that it would bear only such costs 
as would be commensurate with benefits received, no formula has yet been 
devised to accomplish this result. The difficulties of negotiation are inherent 
in the fact that the proposed transaction does not provide the most economical 
way to supply additional power. 

The recent statements of Memphis officials make clear another serious obstacle. 
From the beginning, the participation of TVA in the negotiations has rested on 
the assumption that the power purchased from Dixon-Yates by AEC might be 
ysed to meet load requirements in the Memphis area. That basic assumption 
no longer appears to be tenable. The mayor of Memphis and the head of its 
municipally owned electric distribution system have mace public record of their 
determination not to accept power generated at the plant proposed by Dixon- 
Yates under any circumstances. Without a market in Memphis for power from 
the proposed Dixon-Yates plant across the river in Arkansas, the basis for the 
Dixon-Yates arrangements would disappear. The location is such that if the 
plant could not be used to serve the Memphis load, its output could not be used 
on the TVA system by any reasonable engineering or economic standards. 

In the light of all these circumstances, the Board of TVA requests your recon- 
sideration of the question, and urges upon you approval of the commencement of 
construction by TVA of the facilities required to meet its system’s load. Con- 
struction of a plant near Fulton, Tenn., is the most efficient and economical way 
toadd the capacity required to meet the power demand in TVA’s present service 
area, and fortunately, it now appears that construction of the Fulton plant can 
proceed without increasing the total amount of appropriations already requested 
for TVA. The $6,500,000 identified in the President’s 1956 budget for construc- 
tion of transmission lines that would be needed to carry power from the Dixon- 
Yates plant across the Mississippi can be diverted to begin the work. Additional 
funds can be made available from sources other than appropriations if the Con- 
gress authorizes the TVA to use other methods of financing capital investment. 
As you are aware, TVA expects to present for your approval and submission to 
the Congress in the present session a proposal for the required legislation. 

We believe the public interest will be served by your approval of our request. 
The addition of the words “ineluding commencement of construction of a power- 
plant to be located near Fulton, Tenn.’’ at the appropriate place in the appropria- 
tion bill is all that will be required, and we should like to present, with your ap- 
proval, a request for such language when we appear before the House Committee 
on Appropriations. 

The cancellation of the Dixon-Yates contract, which this action would permit, 
would make it unnecessary to amend the power contracts now existing between 
TVA and AEC. This in turn would save for AEC the burden of much higher 
power costs for many years to come. It would relieve both agencies of the time 
and effort required to conclude and administer complicated arrangements. Con- 
struction of the Dixon-Yates plant has not yet begun, and early cancellation could 
he effected without the waste of materials or equipment. 

In your allowance letter of December 18, 1953, you advised TVA, and the 
President later informed the Congress, that if arrangements could not be con- 
summated to transfer to private suppliers from 500,000 to 600,000 kilowatts of 
TVA’s commitment to AEC, a request for funds would be submitted to permit 
TVA to construct the facilities required to meet the system loads. No such 
arrangements for transfer of AEC load have been concluded after more than a 
year of effort, and we:therefore urge you to request authorization from the Congress 
for commencement of the needed construction by TVA. As we have described 
above, it will not be necessary to request an increase in the proposed appropriation. 
Therefore the objective stated by the President in his budget message for fiscal 
year 1955, as we understand it, will be achieved. 

General Vogel does not share the views expressed above, and we understand 
that he will provide you with a statement of his own position. 

Very truly yours, 
TENNESSEE VALLEY AUTHORITY, 
Harry A. Curtis, Director. 
RayYMOND R. Paty, Director. 
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TENNESSEE VALLEY AvuTHonriry, 
Knoxville, Tenn., March 7, 1955. 
Hon. RowLanp HvuauHeEs, 
Director, Bureau of the Budget, 
Executive Office of the President, Washington, D. C. 


My Dear Mr. Hvaues: I am enclosing herewith the draft of a letter prepared 
by the staff of TVA at the request of Directors Curtis and Paty. This draft was 
pares on my desk just before I left my office to attend a regular meeting of the 

oard. As a last item of business the letter was submitted for Board approya 
by the General Manager. 

The Chairman who had been afforded no time.to consider the letter nevertheless 
pointed out that its submission at this time would be premature and presumptuous 
since it relates to a contract already consummated by an official agency of the 
Government and to which TVA is not a party. 

He also pointed out that the letter itself represents opinion rather than fact. 
There is no reason for the Chairman to believe that the contractual agreement 
between TVA and AEC relative to changes in the Shawnee contract, induced by 
the MVGC-AEC contract, cannot be resolved except as the other two members 
do not wish it resolved. 

The last stated position of TVA has been given to AEC and is presently r.- 
ceiving consideration by the Board of Directors of AEC. No indication has been 
received from AEC to indicate that TVA’s position is unacceptable to AEC. 
Even if it were unacceptable, that would not mean that the matter could not be 
amicably resolved. 

As to the position of the city of Memphis, TVA has received no official communi- 
cation from the mayor of Memphis or any other responsible person which would 
give substance to the threat that Memphis will build its own powerplant. No 
action, that is known, has been taken by the City Council of Memphis that would 
lead to the building of such a plant. 

The Chairman feels that the matter of building a new steam plant at Fulton 
has been dealt with by the Congress of the United States, and that no purpose 
can be served by reopening the question at this time. 

He so informed the other members and Dr. Curtis then stated that he and 
Dr. Paty had already determined upon the wording of the letter and that they 
wanted it sent as presented. Dr. Curtis then called upon Dr. Paty for a vote 
and the two declared that their vote represented an opinion of the majority of 
me Board. Thereupon Dr. Curtis folded his papers got to his feet and prepared 
to leave. 

The Chairman stated that he could not accept a vote without discussion and 
that he had not been given time either to study the letter or prepare a discus- 
sion. He directed Dr. Curtis to resume his seat. Dr. Curtis refused to comply 
and walked out of the room. 

The Chairman told Dr. Paty that he could not accept the vote except upon 
his (the Chairman’s) call after full and free discussion. Dr. Paty said he would 
be willing to discuss it in Dr. Curtis’ absence but that Dr. Curtis’ vote would 
have to count. The Chairman could not accept this without an opportunity to 
dissuade Dr. Curtis from his position. 

I report therefore that if the letter (copy of which is enclosed) is forwarded 
to the Director of the Budget such action constitutes a personal act by the 
parties concerned and even though it may represent a majority view it has 
been promulgated by other than open and official routine. If the Director ot! 
the Budget wishes in spite of this to give consideration to the letter in question 
as representing the views of a majority of the Board the Chairman is forced to 
oppose the thoughts contained in it and to dissent from the recommendations 

Sincerely, 
Herpert D. VoGceL, 
Chairman eof the Board 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BurREAU OF THE BUDGET, _ 
Washington, D. C., March 12, 1990 


Hon. Hersert D. VoGceE., 
Chairman, Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 
My Dear Genera Voce.: This will acknowledge your letter of March / 
1955, and a joint letter of the same date from Directors Curtis and Paty, with 
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respect to reopening the question of further expansion in construction of steam 
ants bv the Tennessee Valley Authority. 

A further reply will be made when we have completed our study of the points 
made in both letters. Will you please so inform your associate directors. 


Sincerely yours, 


pl 


Rowtanp Huaues, Director. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 17, 1955. 
Hon. Hersert D. Vocet, 
Chairman, Board of Directors, 
Tennessee Valley Authority, Knoxville, Tenn. 

My Dear GENERAL VOGEL: This is with further reference to your letter of 
March 7, 1955, and the joint letter of the same date from Directors Curtis and 
Paty, which were acknowledged by our letter of March 12. 

As your letter indicates, the contract between the AEC and the Mississippi 
Valley Generating Co., is. now in effect. The specific reason for such a contract, 
as outlined in the President’s 1955 Budget message, was to relieve TVA of a part 
of its AEC load, thus releasing an equivalent amount of generating capacity for 
other consumers in the TVA system. Since the contract will accomplish this 
purpose, there is no reason for exploring at this time alternative methods of 
providing additional generating capacity for the TVA system in the same area 
where replacement power furnished to TVA by AEC will be available. 

With respect to the negotiations between TVA and AEC regarding the handling 
of MVGC power, it would seem that this is merely a matter of two Government 
agencies working together to devise arrangements which will be in the best 
interests of the United States. ‘We have no reason to believe that such arrange- 
ments will not be concluded in the same manner as previous arrangements between 
TVA and AEC under existing contracts. 

It is understood that the TVA’s contract with the city of Memphis will expire 
on June 1, 1958. Since Memphis presently uses a substantial amount of TVA 
power, and in view of the repeated assertions that the city will build its own 
powerplant, it is requested that the Board take immediate steps to obtain definite 
information from the city as to whether it will or will not require service from the 
TVA system after the expiration of the present contract. Such information, 
together with an evaluation of its effect on future TVA load requirements, should 
be furnished to this Bureau as soon as possible. 

Sincerely yours, 
Row.aNpD Huaues, Director. 


(Nore: For subsequent letter from City of Memphis see p. 39.) 


INCOME AND EXPENSE OF POWER OPERATIONS 


Mr. Rasaut. At this point in the record, we shall insert page 42 
of the justifications. 
(The page referred to follows:) 
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ScnepuLe B-1.—Power operations for fiscal years ending June 80, 1954, 1955 


Income: 
Operating revenues: 
Sales of electrie energy: 


Municipalities and cooperatives 
Commercial and industrial_ 


Federal agencies. ___- 
Electric utilities__._- 


Total outside sales 


Rents and other revenues 


Total operating re 


divisional sales and rents 


and 1956 





venues, exclusive of inter- 


Incidental income from recovery of operating expenses: 
Interchange power delivered-_-.......-...------------- 


Sales promotion 
Other 


UPON ok oo een 


Interest from long-term receivables 


Total inéidental income (note 1)___.-.....---------- 


Total income... 


Expenses: 
Production: 
Generation _. ns 


Purchased power. ___-- di 


Interchange power received... --.........------------- 


Total production expen 
Transmission - -- 


Customers’ accounting and collecting - : 


Sales promotion. 
Payments in lieu of taxes_-- 
General operating expense - - - 


se. 


Interest on funded debt_._..._.._.___-- 


Other expense _ - -- 


Total operating and interest expense -- 


Less interdivisional sales and 


Total direct expenses 
Distribution of administrat 
(schedule B-5) -__.-------_- 


PDs nin caste De 
Allocated from multipurpose 


rents (note 2)__-....-.-- 


reservoir operations. - - - 


Total expenses before depreciation - - 
Depreciation on power facilities____- . Nees 
Depreciation allocated from multipurpose reservoir oper- 


i adantatawaswcwass «cose 


Total expenses... ___- 


Net income from power operations.------- -- 












































1954 actual | 1955 estimate | 1956 estimst, 
$52, 732,616 | $58,940,000 | $68 449 

23, 669, 332 23, 530, 000 27, bp 

54, 368, 480 | 103,150,000 | — 123, 900, oy 

| 127, 378 140, 000 | 140,04 

130, 897, 806 | 185,760,000 | 220, 160, 

608, 670 633, 000 | 653,00 

131, 506, 476 | 186,393,000 | 220, 813.4 

127, 340 239, 000 | 761, 00) 

128, 019 130, 000 | 130,04 

216, 262 209, 000 | 201, 0) 

471, 621 578,000 | 1, 00,0 

13, 937 15, 000 | 15,00 

485, 558 | 593, 000. | «1, 107,00 

131, 992,034 | 186,986,000 | 221, 920, 0 

51, 758, 313 | 79,224,000 | 104, 244, 0H 

2, 521, 607 3, 772, 000 | 479,000 

10, 026, 338 6, 200, 000 | a 

_...| 64,306, 258 | 89, 196,000 | 104, 723, 00 

| 7,049, 611 7, 790, 000 7, 732, 00 

121, 670 133, 000 143,000 

609, 232 669, 000 676,000 

3, 578, 668 3, 883, 000 4, 188, 0) 

4, 255, 336 4,668,000 | 4, 928,080 

693, 376 | 460, 000 335, 00 

169, 335 | 129, 000 131, 00 

_| 80, 783, 486 | 106,928,000 | 122, 854,00 

-| 2,441,331 2, 590, 000 2,64, (0 

78, 342,155 | 104,338,000 | 120, 194,00 

1,118,689 | 1,280,000 | _‘1, 480,00 

79, 460,844 | 105,618,000 | 121, 644,00 

1,430,731 | 1, 573, 000 1, 435, 00 








80, 891,575 | 107,191,000 | — 123,079, 














| 21,736,319 | 29,572,000 | 39,515, 
| 1,223,183 | 1,228,000 | 1, 2850 
| 103, 851,077. | 137, 991,000 | 163, 69,00 
— =. ee > > —_ — - J ” 58, O91, wn 


| 38, 140,957 | 48, 995, 000 


Note.—In accordance with the uniform system of accounts prescribed by the Federal Power Commissi0t 
TVA’s published financial statements reflect these items as follows: 


1. Incidental income is deducted from the appropriate operating expense. 
2. Interdivisional sales and rents are included in operating revenues. 
These departures are made herein for clarity of presentation for budgetary purposes. 


INTERCHANGE PO 


WER 


Mr. Rasaut. Please explain the change between 1955 and 19561 
the two items on purchase of interchange power. 

Mr. WesseNAveER. From the table you will note that the amount 4 
purchased and interchanged power received in 1956 will be less than 
in 1955. 

The.explanation for that, sir, is that we expect to have in service !! 
fiscal year 1956 more of the new capacity which is now under col 
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struction. Based on the estimated loads for 1956, it will not be 
necessary to utilize the power from other systems which we have had to 
buy this year. 

Mr. Puitiips. What are you reading from which shows a reduction? 

Mr. WessENAvER. Sir, I am looking at the table on page 42 of the 
justifications. 

You will notice under “‘Expenses,’’. thessecond and third items. 

Mr. Puiturps. My difficulty is to see how they will sell $761,000 
orth of intérehanged «power in 1956, and not’ buy any. Why do I 
ead the chart that way, Mr. Wessenauer? Under “Interchanged 
power delivered,” you show in your balance sheet an estimated $761,000 
or it, and you show as an expense against it no interchanged power 
paid for. 

Mr. WEssENAUER. Well, that simply reflects the fact that we 
expect in 1956 not to be receiving interchange power, but to be deliver- 
ng interchange power. 

So, if we receive no power, we would pay nothing, and we would 
expect the other companies to pay us for the power we deliver to 
hem, sir. 

Mr. Puituips. How can you deliver power without getting it, and 
paying for the interchange power? 

Mr. WessENAUVER. From our own generation. 

Mr. Puttuips. This is not entirely outside power? 

Mr. WESSENAUER. NO, sir. 

Mr. Puituips. I get the point. When you said “Interchange 
power,”” Mr. Chairman, I thought you were talking about outside 
power. 

Mr. Rasaur. It is standard practice. 


TRANSMISSION EXPENSE 


Mr. Rasaut. Your transmission expense item is reduced from 
$7,790,000 to $7,732,000. How are you able to do this when you are 
ndding additional miles of lines to your system? 

Mr. WesseNAvER. The explanation of that, sir, is that in trans- 
mission. expense ,;we-include tolls paid. for power interchanged.~ Inas- 
much as we are not receiving interchange power in fiscal year 1956, 
here is a reduction from tolls alone of about $242,000 from the 
previous year. 

Another item which is not included in fiscal year 1956 was some 
expense which we incurred in 1955 in connection with operating 
raining, which we will not be continuing into next year to the same 
Pxtent. 

SALES PROMOTION 


Mr. Rasaut. Please explain the sales promotion program for 
which $676,000 is shown in the budget. 

Mr. WesseNAvER. That item reflects the work we do with our 
listributors in assisting the consumers in the region to make the best 
se of power. It should be recognized, in connection with the 
676,000, Mr. Chairman, there is an income item of $130,000, which 
¢presents payments to us to assist in that work by the municipalities 
ind cooperatives. 

‘In addition to»this: money, of course, the: individual local agencies 
pend a lot of their own money. 
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Mr. Ranaut. Why do you have to go into sales promotion whey 
there is such a demand for your power? 

Mr. WessenAveER. Well, I think sales promotion as used here » 
the terminology which is used here, is to conform to the Feder) 
Power Commission designation of this class of expenditure. 

Actually, our sales promotion is more in terms of assisting gnj 
responding to the demands on us, and on the distributors for inform. 
tion with respect to the use of power. 

There are inquiries coming in from residential, commercial, an 
industrial customers, for example, as to what changes they might 
ees fo make in order to make more effective use of the power tha} 
they buy. 

' Mr. Rapavur. That item costs over a half a million dollars. 

Mr. WessEenAveR. Yes, sir. I think it might be interesting 4 
compare the TVA expenditures with similar expenditures of othe 
power systems. The TVA expenditures represents about 37 cents 
per consumer. The local distributors spent another $1.15, or th 
total of the 2 together is about $1.52. 

The utility industry generally, that is, the private companies, spen 
onthe order of $2.61 per consumer. 

Mr. Rasavt. Is that so? 

Mr. Wessenauer. That is right, sir. 

Mr. Ranaut. Well, that comes as a surprise to me. 


ADDITIONS AND IMPROVEMENTS AT COMPLETED PROJECTS 


Mr. Razsaut. We now come to the item “Additions and improve 
ments at completed projects.” 

We will insert the table shown on page 17 of the justifications and 
the narrative text into the record at this point. 

(The page referred to follows:) 


ADDITIONS AND IMPROVEMENTS AT COMPLETED PROJECTS 


This table shows obligations for additions and improvements at complete 
projects. 











| 
1954 actual | 1955 estimate | 1956 estimate 
Appropriated funds (multipurpose projects): 
1. Construction cleanup work on completed projects_ -_-- $129, 968 $114,000 | 3134, 0 
2, Site improvements and public-use facilities............- 239, 996 227,000 260,00 
3. Construction for malaria control... _.........---.--_-- 504, 947 340, 000 }.-.--....\--. 
4. Access roads to cabin sites scheduled for sale_--_-_----- 46, 816 50, 000 50, 00 
5. Rehabilitation of operating mechanisms for spillway 
pibhe GET Wie em. 5 Last eri ee susie oo 324, 209 262, 000 | --------:-+:3 
6. Miscellaneous plant and equipment-_-_-------_--------- 109, 726 79, 000 | 15,00 
Totel appropriated fanGs..  -. - non cn i peonnae--s->-- 1, 355, 662 1,072, 000 | 468,0 
Corporate funds (single-purpose projects): | 
7. Minor additions and improvements to generating sta- | 


DR atin. -- hayes dnc ecyc deers iopyphton sepa 135, 489 26,000; sl 





(A statement on additions and improvements follows:) 
1, Construction cleanup work on completed projects, $134,000 


The 1956 estimate of $134,000 for construction cleanup work covers final land 
surveys, land records, allowances for court awards for land-acquisition casts 


process of condemnation, and preparation of record drawings and reports-recorii! 
data on projects as built. About one-third ($42,000) of the 1956 estimate relata 
to work on final record drawings showing features of projects as built and fm 
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echnical reports for engineering reference and maintenance purposes. An 
mount of $64,000 is required for permanent land marking and land-record plats. 
llowances for court awards in condemnation cases and technical and legal 
vrvices required in connection with uncompleted lJand-acquisition cases are 
timated at $28,000. The 1955 estimate includes nonrecurring credit items of 
97,000 related to the completion of major projects. The 1956 estimate is $7,000 
ess than the 1955 estimate adjusted to eliminate the nonrecurring credit items. 


» Site improvements and public-use facilities, $269,000 


TVA projects are open to the public and are points of interest for a great number 
yf visitors. For example, during fiscal year 1954 there were over 7 million visitors 
o TVA dams. There were more than 1 million visitors at Kentucky Dam; 
496,000 at Pickwick; 107,000 at Wheeler; 146,000 at Guntersville; 790,000 at 
ontana; and 213,000 at South Holston. Such large assemblies of people require 
parking space, proper sanitation facilities, and other service in tallations. TVA 
provides only minimum facilities necessary to meet reasonable standards of publie 
afety and convenience. During World War II, public-service facilities planned 
or dam reservations were deferred to conserve materials and manpower. This 
aused no problem at the time because access to TVA facilities was restricted. 
t did, however, leave a backlog of uncompleted items which became necessary 
when those facilities could again be made available to the public. Proper facili- 
ies for control of public use of dam reservations are necessary to keep grounds- 
iaintenance costs within reasonable bounds. 

Completion of this work has been planned so that all essential major items of 
is nature now foreseen will be finished by 1960. This will require from $200,000 
o $275,000 a year until that time. Needed improvements at Guntersville Dam 
ere initiated in 1953 on which work is scheduled to continue through 1955 and 
1956. An addition to the property maintenance building at Fort Loudoun Dam 
snd additional public-use facilities at several dams are necessary to achieve 
jinmum maintenance costs. 

The 1956 estimate of $269,000 includes $27,000 for continuation of improve- 
rents at Guntersville; $15,000 for additions to the property maintenance building 
at Fort Loudoun Dam; public-use facilities, $68,000 at Pickwick Dam; $58,000 
at Fontana Dam; $22,000 at Wheeler Dam; and $21,000 at South Holston Dam; 
and $58,000 for miscellaneous minor site improvements at eight dams. 


3. Construction for malaria control 
No funds are requested for this activity for 1956. 


. Access roads to cabin sites scheduled for sale, $50,000 

The 1956 estimate includes $50,000 for constructing about 10 miles of low-cost 
hccess roads to cabin-site areas on five reservoirs. Construction of these roads 
ill permit sale of surplus properties in isolated areas at prices sufficiently en- 
anced to exceed the cost of building the roads. 

. Rehabilitation of operating mechanisms for spillway gates at Wilson Dam 

No funds are requested for this activity for 1956. 
. Miscellaneous plant and equipment, $15,000 

The 1956 estimate of $15,000 covers a number of miscellaneous minor additions 
und retirements at completed projects, such as boats, motors, and other portable 

laria-control equipment; and mowers, rakes, and small tools for maintenance of 
dam reservations. 

. Minor additions and improvements to generclirg facri'ities, $146,000 

The 1956 estimate of $146,000 from corporate funds (power proceeds) covers 


leanup of design work, construction ser.ices, and fina) technica) reports on 
recently installed hydro generating units and steam plants; work on land records 
por single-purpose power projects; purchase of reservation maintenance tools for 
‘ingle-purpose power projects; and minor additions and retirements at various 
powerhouses, The 1955 estimate includes nonrecurring credit items of $99,000 
related to completion of major power-generating projects. After adjusting the 
wo estimate to exclude these items, the 1956 estimate exceeds that for 1955 by 
21,000. The increase represents mainly additional work on record drawings 
HOY Hew power-generating plants. 


Mr. Rasaut. A total of $468,000 is requested. This is a reduction 


$602,000 below this year’s program. 
0 you have any comment on that? 
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CONSTRUCTION FOR MALARIA CONTROL are 


for 


Mr. Wessenaver. You will notice that the major reduction, sj: pre 
’ ) 


is in the construction for malaria control. In the past 2 years y 
have been building out—what we call “building out’—malaria iN 
some of our reservoirs. 

By that, I mean we fill in the particularly shallow portions of th 
reservoirs and cut other parts deeper. That reduces our annual cog 
and expenditures on malaria control operations. 

Mr. Ranaut. You have no request for malaria control funds fo 
fiscal year 1956? 

Mr. Wessenaver. No funds are requested for construction. The 
second major reduction, you will notice, is No. 5 in the table. In the 
current year there was an expenditure of $262,000 for work on the 
spillway gates at Wilson Dam. That work will be completed this 
fiscal year, and that item, of course, is not a continuing one. 





we 


tol 
in 

wh 
Ri 
me 
loa 







Mr. Rasaut. Are we to take this statement now that you hay. MM int 
completed the control of malaria? 
Mr. WessenaAvER. The control of malaria is a continuing problem HR se: 
with us from an operating standpoint. po 
In other words, not only do .we operate the reservoirs to minimic J |o\ 
the propagation of the malaria carrying mosquitoes, but we must | 
each year spend money for spraying and dusting and so forth. TI 
Mr. Rasavt. This is for construction. Are you through with Hi th 
construction items for malaria as apart from the spraying activity? oa 
Mr. Waener. Mr. Chairman, I think we have no more malaria § mi 
control construction of this kind planned at the present time. We M$ 
would not want to say that we might never want to undertake any HH Fe 
more. We might find areas in the future where it would be mor 
economical to do construction of this kind than to use dusting. So, HR w« 
we might want to propose some in the future. Li 
ACTIVITIES IN BUDGET PROGRAM $9 
re 
Mr. Rasavt. Now, as to the budget program, we would like to have ’ 
a statement at this time. 
Mr. Wacner. Mr. Chairman, aside from the power program which 
has been diseussed-up to this-point, our budget includes activities in 
the field of navigation and flood control, and the operation of the dams 
and reservoirs for those purposes; research and development work «i Hj, 
the chemical plant, test demonstrations, and resource development % js 
work. T 
All of these activities contribute to the basic TVA purpose of pr- 
moting the development of the resources of the Tennessee Valley J a: 
and, consequently, the Nation. m 
th 
NAVIGATION OPERATIONS fu 
' 
The first of these activities whieh I would. like to’take -up*is ow i 
navigation work. J 
Navigation is one of the primary responsibilities of the TVA. We 
do not consider, however, that the construction of the navigatiol 
channel is the sole purpose that we are seeking. Q. 
The navigation channel, along with the flood control, power, oUt & ¢} 
fertilizer and agricultural programs, and forestry activities and others, J so 
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are all fitted together, and are available as tools provided by the TVA 
for the people and the agencies of the region to use in trying to im- 
prove their economic situation. 


TRAFFIC ON TENNESSEE RIVER 


Tennessee River navigation is making a substantial contribution, 
we think, to the valley, and to the: Nation. 

The traffic on the river since 1933 has increased about 39 times in 
ton-miles, and since 1945 has increased about 5 times while river traffic 
in the Nation as a whole was doubling. This traffic consists of grain, 
which comes from the Middle West, iron and steel from the Ohio 
River, chemicals from the gulf coast, and some from the Ohio; auto- 
mobiles, coal, gasoline, and the usual commodities which you find 
loaded on barges. 

The amount which shippers on the river have saved might be of 
interest to you: 

In 1954, according to our estimates, shippers who used the Tennes- 
see River saved about $14 million as compared with the cost of trans- 
portation which would have been otherwise available to them .by. the 
lowest cost alternative. 

The Federal cost chargeable to navigation, including the costs of 
TVA and the Corps of Engineers which operate the locks and maintain 
the dredged channels, and the Coast Guard, which maintains the navi- 
gation markers on the main channels, totaled something under $4 
million, leaving a difference as compared with shipper savings of about 
$10 million, or a little better, which is about 7 percent of the total 
Federal investment in navigation on the Tennessee River. 

In 1940 we had made a forecast as to what we thought the traffic 
would be by 1960, and we estimated that it would be 7 million tons. 
Last year, it had already reached 8.4 million tons. 

We estimated that the shipper savings in 1960 would be about 
$9 million as compared with the figure of $14 million which was 
reached last year. 

Mr. Rasautr. How much? 

Mr. Wagner. $14 million last year. 

Mr. Rasaut. What did you estimate? 

Mr. Wacner. The estimate was$9 million for 1960. 

All of this traffic now moves by privately owned barge lines, and it 
moves through some 75 or 80 terminals, and other waterfront estab- 
lishments, privately owned and operated, along with 6 terminals at 
TVA steam and chemical plants. 

TVA’s part in this navigation picture has been to build the channel 
and see that it is available and in first-class condition; that improve- 
ments are made in locks and the channel as they are needed to meet 
the requirements of the expanding traffic and, in addition to that, to 
furnish the information needed by people who want to ship on the 
— or who want to build river terminals and waterfront industrial 
plants. 


WILSON DAM LOCK 


The initial construction of the channel has been completed. A 
)-foot depth is available all the way from Paducah to Knoxville, but 
the growing traffic which I have talked about is beginning to make 
some improvement necessary, and there is in the 1956 budget an item 
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of $300,000 for continuing the planning and design of a new lock 9 
Wilson Dam. 

The Wilson lock is one of the oldest in the system, and it is the wor 
traffic bottleneck on the Tennessee River. The maximum practic] 
capacity of this lock is about 2.4 million tons. 

Traffic through the lock had already reached 2 million tons |ag 
year, which was a 30-percent increase over the year before, and by 
1958 or 1959 we believe that this maximum practical capacity of 
2.4 million tons will be reached. It will be essential that we stay; 
construction of this new lock in fiscal year 1957, if we are to avoid 
having a real tieup at that point. 

There are some other funds for minor navigation improvements iy 
the budget to cover work at Wheeler lock and for some planning work. 

The TVA system of reservoirs is a large and complex system, and 
its operation has a profound effect on the operation of tows, and on 
the operations of waterfront terminals and industries. Their owner 
need to know how the depths of water are affected by the operation 
of the reservoirs, and the fluctuations in releases from the dams; we 
receive a considerable number of requests for information of that kind 
and, of course, we provide it. 

Within the basin within the past 2 years, about 24 waterfront 
terminals and industries were built, utilizing that kind of information, 
These installations represent a private investment of about $85 million. 
We also get requests for information about the economic feasibility 
of shipping on the river. I might give you an example of that: 

East Tennessee produces a high-grade domestic coal, and it finds 
market in the upper Mississippi Valley—along the upper Mississippi 
River. Barge lines have expressed an interest in the possibility of 
shipping that coal from Tennessee to the upper Mississippi, and within 
the last year or so one barge line has started a movement. 

It has been small so far, but it provides a savings in their transporte- 
tion costs of 1 or 2 dollars a ton. They believe that this movement 
should ultimately go to several hundred thousand tons a year. The 
coal, interestingly enough, is hauled back to the upper Mississippi 
Valley region in Rae which bring grain down. 

We believe that this is a way in which the river is being used to the 
benefit of both the grain farmers and the coal producers as well as:the 
ultimate consumers of these products. 

Mr. Rasavt. That is similar to the traffic on the Great Lakes. 

Mr. Wacner. Yes; it is; that is right. There are other examples 
of that kind, but I will not describe them unless you wish. 


RECREATION DEVELOPMENT 


I might say that one of the bonuses of the development of the 
Tennessee River is the recreation development. There has been 1- 
vested some $48 million in resorts and boat docks, and boats, and 9 
on, along the river. There are about 30,000 boats down there, and 
about $10 million invested in inboard boats. 

Mr. Purtures. You mean invested by private investors? 

Mr. Waaner. Yes, sir. 

Those boats and this recreation mdustry are served by some |! 
boat docks along the main river reservoirs and another 100 on the 
tributaries. These are privately owned and operated except a few 
which are owned by States and counties. 
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Many of these docks are on coves, or embayments of the reservoirs, 
areas where the construction of the dam has pushed the water back 
up a tributary stream for several miles, and in many of those embay- 
ments the water is shallow. An embayment may be as much as‘a 
half mile or @ mile wide, but the channel which has adequate depth in 
it at all times may be only 50 or 75 feet wide. 

Mr. Patties. What is an embayment? 

Mr. Waaener. My nomenclature may not be correct. I would call 
an embayment a small body of water extending off a larger body of 
water. 

Mr. Putuurrs. A little bay? 

Mr. Waener. It may be little or large, I imagine. 

Parts of these channels follow the submerged bed of the natural 
streams which are crooked and narrow, and if they are to be followed 
they have to be marked. TVA as part of its navigation program has 
marked some 225 miles of channel with 1,100 buoys, and we have in 
the past maintained those markers. 

Without them it would be impossible for inboard motorboats or 
larger craft to operate safely on those channels. I might add that in 
addition to use by recreational boats, last year they carried some half 
million tons of traffic, mostly forest products and coal which were 
loaded in barges at landings along the reservoir banks and moved out 
to the main river. 

The 1956 budget contains $100,000 for the direct expense of navi- 
gation. This is $172,000 less than our budget for the current year, 
and some of the activities which I have described will be discontinued 
and others. will be curtailed. 

Mr. Vocen. I would like to make a minority statement in connec- 
tion with that last reference to navigation, Mr. Chairman. 

Everything that Mr. Wagner has told you, of course, is factual. | | 
would like to point out and to emphasize the fact that as both he and 
I have indicated, all of the operation and maintenance of the naviga- 
tion system on the Tennessee River is by the Corps of Engineers, and 
they budget for that. 

| would also like to point out, again as we have indicated, that all 
of the marking of the main channel is by the Coast Guard, and they 
budget for that. 

It boils down to the fact that the funds which are requested in the 
amount of $100,000 are for doing things which in large part in my 
humble opinion should be the responsibility of local chambers of 
commerce in developing and promoting their own cities for new indus- 
tres and bringing navigation to them. 

Mr. Rapavr. General; where would the Engineers get the funds 
or it? 

Mr. Vogeu. They budget them in their regular submission, sir. 

Mr. Rasavut. Do they get it from another department of the 
Government? 

Mr. Voceu. From the Appropriations Committee, sir. 

Mr. Rasavurt. Get it directly from us? 

Mr. Voge. Yes, sir. 

Mr. Rasavt. All right. 

Mr. Voge. That is by agreement with the Corps of Engineers. 

Mr. Rapaut. Adl right. 





188 


USE OF FISCAL 1955 NAVIGATION FUNDS 


Mr. Vocet. On that particular item which last year totale 
$272,000, and in which there were represented 26 and a half map. 
years of work, I have a breakdown approximately as follows: 

One and a half man-years approximately were expended on apprais. 
ing the need for and in turn planning and justifying additional fa¢jj. 
ties, such as locks, lock walls, channel widening extensions, to meg 
the growing navigation use of the river. Part of that surely is justified 

Two and a half man-years were expended on reviewing and dete. 
mining the effects of proposed structures such as bridges,~pipelines 
transmission lines, docks, dredges, et cetera, as required by sectioy 
26-A of the TVA Act, which in part surely is justified, but I also fe) 
that by a closer coordination with the Corps of Engineers that thy; 
effort can be reduced because it amounts at the present time to a cer. 
tain duplication. Someone desiring to build a structure must noy 
submit request for permit to both the Corps of Engineers at Nashyilj 
and to the Tennessee Valley Authority. 

If you bear in mind these man-years represent about $10,000 each, 
because the total is 26 and a half man-years as against total appr. 
priation of $272,000, it would give you approximately what:is’expended 
in these ways. 

No. 3—— 

Mr. JENSEN. What is the total? 

Mr. VoGEL. $272,000, with 26 and a half man-years. It is $272,000) 
which is last year’s budget as you will see in your justifications. 

Mr. Puiuuips. He has accounted for 4 man-years at approximately 
$10,000 each. 

Mr. Voce. That is correct. There are approximately 2.9 man- 
years expended in obtaining technical data to provide for barge lines 
industries, and others concerning the channel conditions, reservoir 
operating schedules, transportation ‘services, and various locational 
problems associated with industrial waterfronts. 

A great deal of that information can be obtained from the Corps of 
Engineers actually operating and maintaining the waterway. 

Then there is the item of 

Mr. Rasaut. What is that you are reading from there, General? 

Mr. VoceEt. This is a list which I have had prepared by our nav: 
gation division. 

Mr. Raspaut. Would you like to put it in the record? 

Mr. Voce t. I will be glad to insert it in the record. 

Mr. Rasaut. Without objection we will place it in the record. 

(The document referred to is as follows:) 
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Outline of work of the Division of Navigation and Local Flood Relations 


Approrimate 
Javigation operations: bps __-man-years 

1. Appraise the need for and in turn plan and justify additional 
facilities (such as locks, lockwalls, channel widening and extension) 
to meet growing navigation use of the river___- _- 7 Resa 

2. Review and determine the effects proposed structures (such as 
bridges, pipelines, transmission lines, docks, dredging, ete.) both 
privately and publicly sponsored would have on navigation, as required 
by section 26a of the TVA Act_. , lad 

“2 Provide technical data to barge lines; industries and others con- 
cerning channel conditions, reservoir operating schedules, transporta- 
tion services, and various locational problems associated with industrial 
waterfront sites_ —— ---- : i 

4. Maintain 1,100 markers on more than 225 miles of secondary or 
Oca aii bon es ovine hte Se 3 we es 

5. Participate in internal reviews and decisions relating to reservoir 
operations, investment and common expense allocations; management 
of TV A’s reservoir lands and similar matters__ 

6. Investigate opportunities for reducing transportation costs on 
specific commodities by using the Tennessee River 

7. Identify economic, rate, and policy barriers to optimum trans- 
portation use of the river and seek integration of the river with other 
«transportation. modes. -_._._..._-.---.----- . 

8. Investigate policies, rates and facilities of all modes of transpor- 
tation as they affect the development of the Valley’s resources a 

9. Evaluate navigation benefits ~ ‘ 

10. Division office operations - — _ -_ __- : 


26. 5 


following items: Navigation gage repair, buoy reference markers, 
reservoir navigation charts, channel depth surveys, compilation 
of waterfront maps. 
Further, navigation operations also include items for power for 
lock operations and operation by another division of the Harriman 
coal terminal. 
Other work of the division not charged to navigation operations: 
Transportation information for power and fertilizer programs- — ____- 3. 1 
Local flood relations. _ ____- Deaheecetenaiitnnlinns 4.5 
_Mr. Voce. 3.6 man-years, $36,000 approximately, is expended in 
maintaining 1,100 markers on more than 225 miles of secondary or 
feeder channels. 

That, gentlemen, as Mr. Wagner indicated, are secondary channels 
to recreational areas about 90 percent of it. There is some industrial 
service given there, as Mr. Wagner also indicated, but it is primarily 
to serve the Bowaters Paper Co., a British concern, which I do not 
feel the United States Government has any responsibility to for 
expending funds. 

I might point out in general with these things that I am not op- 
posed to doing those things in the national interest which are done in 
other parts of the country, but I believe that it should be a matter of 
national policy if we are going to mark secondary channels. 

Mr. Ranaut. This firm to which you refer is located where? 

Mr. Voceu. On a tributary of the Tennessee River, sir. 

Mr. Rapaur, Hiting American people? 

Mr. Vocrex. Yes, sir. It is a British corporation, however. 

_My point is merely this, sir: If this is to be done in the Tennessee 
Valley, it seems to me it should be done equally on the Great Lakes, 
Michigan, Ohio, where I know it to be a general policy not to mark 
these secondary channels or to furnish this kind of data or to gain 
this kind of information. 
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Rather than consider this as an argument against it I will call 4; 
to your attention as something which ought to be done everywhy 
in uniformity, and I believe it is worthy of your consideration, cith, 
we do not do these things or that it be done on all other reservoirs gyj 
on harbors of the Great Lakes, sir. 

Mr. Rasavt. Is there any money in the budget for any of this’ 

Mr. VoceEx. $100,000, sir, as against $272,000. 

Mr. Puruurps. $100,000 in this budget before us now? 

Mr. Vocg.. Yes, sir. I feel that should be sufficient to accompli, 
those things which ought to be done. 

Mr. Rasavrt. Off the record. 

(Discussion held off the record.) 

Mr. Rasavrt. Early in your statement you mentioned speaking j 
behalf of the minority. 

Mr. Vocet. I want it clearly understood I am not speaking {qj 
the Board. 

Mr. Rasavr. In other words, you are divided on this issue? 

Mr. Vocreu. Yes. I want to be sure they are represented x 
representing the request for increase back to $272,000. 

Mr. Rasavt. Is anybody here asking for $272,000 now? 

Mr. Voce. Not in this budget; no, sir. I am comparing it wit 
the original 

Mr. Rasaut. What is the case being made here with $100,000 anf 
$272,000? I don’t understand it. 

Mr. Voceu. The case has been made by the General Manager in 
behalf of the majority of the Board of Directors of the TVA that tl 
budget last year for this purpose stood at $272,000 and that it nows 
reduced to $100,000, and he does not feel that it is adequate to di 
what was done the year before. 

Mr. Rasaut. Is anybody asking that it be increased? 

Mr. Voagt. I take it that he is asking that; yes, sir. 

Mr. Rasaur. Are you asking it be increased, Mr. Wagner, abort 
the budget? 

Mr. Waaner. I thought I described what had been done and sail 
that the budget for next year is $100,000, and that was $172,000 la 
than in the current year, and as a result of that some of our—— 

Mr. Rapaur. I understood you said there was a reduction 0 
$172,000. 

Mr. Waener. That is right as compared with the current year 
and I did say some of our activities will be discontinued, some of thos 
which I had described, and some would be curtailed. 





NAVIGATION FACILITIES 


Mr. Rasavt. All right. 

Now we get to navigation facilities, $406,000 is requested. 
Insert the table on page 20 of the justifications into the record. 
(The page referred to is as follows:) 


NAVIGATION FACILities 


Plans for proposed navigation facilities have been developed in cooperatitl 
with representatives of the Corps of Engineers, Department of the Army. 1 
1956 estimate is $406 000. 
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This table shows estimated obligations for 1956 for navigation facilities 


Planning and design work preparatory to construction of a new 
navigation lock, Wilson Dam__- - - - ened Doe re $300, 000 
Other navigation facilities: 
Beginning construction of an upstream guide wall at Wheeler 
lock 90, 000 
Preliminary planning for future improv ements at existing locks 
and completion of record drawings for additions to the lower 
guide wall at Wheeler lock _. - -- ea ss : 16, 000 


TOtdh, nce mh hoe nme ce om as = | 
4 statement on navigation facilities follows: 


Planning and design for new navigation lock, Wilson Dam, $300,000 
The TVA system of dams on the main stem of the Tennessee River has created 
navigation channel from Paducah, Ky., near the mouth of the Tennessee to 
noxville, Tenn., some 650 miles upstream; $157,986,000 has been invested to 
ake the river navigable. At the center of this navigation system is a serious 
ottleneck, the old lock system at Muscle Shoals. An add itional investment 
timated at $35 million to improve lockage facilities at this point will greatly 
ncrease the benefits of the investment in the whole system. 

Three lockages—through a tandem double-lift lock at Wilson Dam and a single- 
ft lock at lock and dam No. 1, about 2.6 miles downstream from Wilson Dam- 
re necessary to pass traffic between Pickwick and Wilson Reservoirs. These old 
ocks were designed about 35 vears ago to meet the needs of navigation as visual- 
ved at that time. The controlling lock size is 60 feet by 292 feet. Barges 300 
et long are in use on other rivers but can reach no more than one important 
ennessee River port because of the restriction at Muscle Shoals. The filling 
nd emptying mechanisms and channel approaches are also obsolete. Due to the 
ge of the operating mechanisms, failures could occur which would put the locks 
ut of service and result in serious interruptions to traffic. 

Having the tandem-lock arrangements at Wilson Dam alone doubles the operat- 
ig time that would be required with a single-lift lock. In addition, each of the 
small lock chambers requires tows to be broken into many units, each unit re- 
uiring 2 separate lockages; thus the total lockage time is 6 to 8 times that of a 
tandard 110-foot by 600-foot single-lift lock. 

ta ays are also experienced for other reasons: Both the lower approach to lock 

‘o. 1 and the upper approach to Wilson locks are extreme ‘ly difficult to navigate, 
equiring tows to proceed very slowly. Lock No. 1 is closed by high water ap- 
proximately 1 week per year on the average, stopping all traffic. The Wilson 
ks must be closed for repairs more frequently than any other lock on the 
ennessee River. 

The practical traffic capacity of the Wilson locks is 2,400,000 tons per year 
hich is by far the lowest capacity of any lock on a major inland waterway in this 
ountry. The oldest and slowest lock on the Mississippi River—Keokuk—which 

being supplemented by construction of a large modern lock, has an hourly 
apacity 3.2 times as great as Wilson. The slowest lock on the Ohio River— 

. 4I—can accommodate 6 to 9 times as many barges per lockage as the con- 

lling chamber at Wilson. 

Traffic through the Muscle Shoals locks includes the most vital ecommerce on 

river. These locks handle all of the vallev’s waterborne imports of grain, 
pitomobiles, asphalt, and molasses; all river traffic associated with the operation 

f AEC facilities at Oak Ridge, Volunteer Ordnance Works at Chattanooga, and 
e Huntsville, Ala, arsenal; and the bulk of all Tennessee River traffic in petroleum 
. duet . iron and steel, scrap metals, fertilizer, phosphate rock, sulfur, and coke. 

rough Wilson locks, as fer the river as a whole, coal shows the greatest rate of 

crease among all commodities shipped. 

Tennessee River traffic is growing rapidly—in 1953, tonnage totaled 7, 119,000 

IS, et 133 percent more than in 1950; the 1954 tonnage v ill exceed 7,500,000. 

through the Wilson locks rose from 452,000 in 1945 to 1,580,060 tens in 
; it is estimated at 1,800,000 tons in 1954. On the basis of experier ce to 

e and additional movements for which shippers have bought or are seeking to 
‘ly terminal sites, the traffic at Wilson locks will reach the practical locking capac- 
ty by 1958, Since a uniform distribution of traffic cannot be expected through- 
nit the year, severe delays will occur before the annual traffic rate reaches 2,400,000 


Ons, 


63240—_55——__18 
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Unless a new large lock is provided as soon as possible, the situation at My se] 


Shoals will place a rigid ceiling on further development of traffic on the Tennow. M 
River and will preclude realization of full value of the public investment jp «4, 10n: 
Tennessee Waterway. With a new lock at Wilson Dam, it is estimated that river \ 
traffic past Wilson Dam will exceed 3,100,000 tons in 1963. M 
The 1956 estimate includes $300, 000 for continuing planning and design wo, hs 
preparatory to beginning construction of a new lock at Wilson Dam. The yyy ith 
lock will have a single-lift with 110-foot by 600-foot chamber and a dredged cajy) lan 


from the lowe r lock entrance to the head of Pickwick Reservoir, bypassing |g Hyon 


and dam No. 1. Construction of the new lock will require raising an exis ting \ 
highway bridge across Wilson Dam to clear the lock and a new lock cham) a 
a from the existing lock to replace the present lift at lock and dam ull 


No. 1. The existing locks at Wilson Dam will be kept in operating condition x Mio! 
an Bol a for emergency standby service. The total cost of the project \ 7 
estimated at $35 million. on 
2. Other navigation ficiiities—$106,000 heli 

In order to provide additional mooring facilities needed at Wheeler lock, th: Hirea 


1956 budget includes $90,000 for beginning construction of an addition to the \ 
upper guide wall. This addition will consist of three gravel-filled, conereto “f 
capped steel sheet-pile cells approximately 30 feet in diameter, about 60 feet high, a 
and spaced 100 feet apart center to center. It is planned to start construetip; \ 
work in the spring of 1956 and complete it by the fall of that year. The totg it] 


cost of the upper guide-wall addition is estimated at $159,000. 

Replacement of the upper guide wall at Wilson Dam is planned in 1957, The 
1956 estimate includes $10,000 for design work on this replacement; $4,000 for 
preliminary planning for additional future na igation improvements at Wheeler 
and Chickamauga locks; and $2,000 for preparation of record drawings for the 
lower guide-wall extension at Wheeler Dam for which construction is scheduled 
to be completed in 1955. 


WILSON DAM LOCK 


Mr. Rapaut. Last year you testified that you would be ready wo 
start construction of a new Wilson lock on July 1, 1954. 

You are requesting planning money for it again in 1956 amounting 
to $300,000. How much will that bring the total to for design only 
of this lock? 

Mr. Wacner. The expenditures on planning and design for this 
lock were $70,000 in fiscal year 1954. Our estimate for the current 
fiscal year is $75,000. The request for fiscal 1956 is $300,000, which 
would make $445,000 out of the total cost estimated for the design o! 
approximately $1 million. 

Mr. Rasavur. For design? 

Mr. WaaGner. Yes, sir. 

Mr. Rasaur. How much will the lock cost? What will be te 
estimated cost of the lock? 

Mr. Wacner. | believe present estimated cost of that lock is $% 
million, sir. The estimated design cost of $1 million is included in the 
$35 million. 

Mr. Rasavut. Did you request construction money for it this year’ 

Mr. Waaner. Yes, sir. The Board of Directors in its initial 
request to the Bureau asked for construction money. 

Mr. Rasaut. Did you get any? 

Mr. WaaGner. No, sir. 

Mr. Rasaut. If your design work was far enough along last 
July 1 to start construction, why do you have to request another 
$300,000 on top of the funds you had for it this year for more and 
“more design? 

Mr. Waener. I think all of the funds—— 
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Mr. Razaut. In other words, last year did you ask for construction 
joney? ' : 

Mr. Wacner. Yes, sir; we did. 

Mr. Rasaut. Now you need $300,000 to complete ts design, and 
ith this $300,000 you will be up to $445,000, and you estimate 
lanning will go up to $1 million, and you wanted construction 
ioney last year. How do you figure out a thing like that? 

Mr. Wacner. It is not the planning money that will go to $1 
iillion, sir. It is planning and design, including foundation explore- 
ions and drilling at the lock site. 

The funds which were estimated to be used in the current fiscal 
ear have not been expended to the extent of the estimate, and we 
believe if we are going to be in shape to start construction in fiscal 
ear 1957, it will take about $300,000 of design work this year. 

Mr. Rasaur. I have been in on a lot of projects, but I think this 
sa little odd. 

Mr. WessenAvER. A lot of the detailed design is done concurrent 
vith construction, Mr. Rabaut. This contemplates having more of 
he detailed design done by the time next year comes so we can get 
nto construction faster. 

Mr. Rasaur. But you asked for construction money when you 
ad as little as $145,000 on design. You are asking for construction 
money already. 

This year you are asking for $300,000, and you estimate that leaves 
b balance of $550,000. 

[ know some of that can be used as you go along. 

Mr. Waener. That is right. 

Mr. Rasaut. That seems like a small amount of money on a project 
his large when you want to start on construction. It seems you are 
na hurry to get going with it, whether from necessity of the operation 
or from fear that “something might happen that you will not get it. I 
lon’t know what the reason is. 

Mr. Waener. Mr. Chairman, it is true we will start construction 
pf this lock later than we originally planned. 

As I pointed out earlier, the maximum capacity of the lock is being 
pressed and will have been reached by the time we are able to get it in 
fervice or possibly before. 

Mr. Ranaut. If the need for this lock is urgent, why has the Budget 
ureau turned down two requests for construction funds? You 
ight go over to the map there and show this committee where the 
ock will be located. 

Mr. Pututies. Is this a new lock or replacement? 

Mr. Vocer. Replacement, sir. 

Mr. Wacner. The lock would be located at Wilson Dam, which is 
it Muscle Shoals. 

The locks in operation there are locks which were put in service 
thout 1925. There are 2 locks at Wilson Dam itself in tandem, 
louble-lift locks, and about 2% miles downstream there is a low-lift 
ck, with a maximum lift of about 10 feet, and there is a canal con- 
ecting the 2 sets of locks. 

The proposal is to build a new large lock beside the existing double- 
it lock. It would be a single lift, 110 feet wide and 600 feet long, 
hich would be an alternate for both present sets of locks. 
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The channel downstream from that lock, to lock and dam No; 
the low-lift lock, would be dredged deeper and lock and dam \y ; 
would be eliminated. . 

This would provide 2 locks in parallel, 1 beside the other. [If oy 
lock is out of commission—for example, if the lock gates had bo, 
rammed and damaged—the other could be used. 

With high dams having a single lock as is now the case on th 
Tennessee River, if the lock is out of operation the river is complete 
closed to navigation. 

It is different than at some Ohio River dams, for instance, whey 
at some river stages traffic can pass over the dams, and lock repain 
can be made without interfering with navigation. 
ae Puituirs. How much larger will these be than the existiay 
ocks 
, Mr. Waener. The existing lock chambers are 60 feet by about 24 

eet. 

This lock will be 110 by 600, which is the same as the locks dow. 
stream at Pickwick and Kentucky Dams. It is smaller than some 
the new locks being built on the Ohio. 

Mr. Rasaut. These locks will be in conformity with other locs 
you have put in more recently? 

Mr. Waaner. Yes; with those we have downstream. 

Mr. Rapaut. You have not answered my question as to why hw 
the Budget Bureau turned down two requests for construction funds 

Mr. Wagener. I don’t know that I can answer that. 

Mr. Rapavut. Have you any idea? 

Anybody else have any ideas as to why they did it? 

Mr. VoGeEu. I cannot answer it categorically, sir, but I have a 
idea that they weighed the necessity for this against the other needs 
in the Nation, which would include, certainly, the replacement ¢ 
locks on the Ohio River. 

All we were able to do, of course, was to make a representation 
of necessity with respect to this one stream, and it would appear rathe 
obvious that someone must relate these among themselves. 

That is the best I can tell you. I don’t know that but I shoull 
judge it to be the case. 

Mr. Rasavt. This committee travels along pretty close with the 
Bureau. Nevertheless, the committee regards the Budget as ju 
another agency of the Government. We would like to know tl 
reasons why the Budget Bureau acts at times. 

















NAVIGATION OPERATIONS 


Insert page 34 of the justifications showing the navigation operatiom 
program. 
(The page referred to is as follows:) 


NAVIGATION OPERATIONS 


Appropriated fund requirements for direct navigation expense in 1956 a 
$100,000. The estimate for 1955 is $272,000, and actual expense for 194! 
$277,450. Net expense figures for 1956, 1955, and 1954 are $2,548,000, $2,827, 00) 
and $2,725,990, respectively. Net expense is the direct expense of the progrill 
plus depreciation on navigation facilities (which involves no cash outlay), adit 
istrative and gereral expenses, and a portion of multipurpose reservoir operatio! 
expense. 
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Detail of the figures described in the above paragraph are as follows 


Direct expenses: 
1. Study and development of river transportation 
2, Operation of public-use river terminals 
3. Power for lock operations 
4, Maintenance of navigation facilities 


Total direct expenses 


Distribution of administrative and general expenses_..___- 


Total. ae 
Allocated from multipurpose reservoir operations 


Total expenses before depreciation 
Depreciation on navigation facilities. ..............-.-.-- 
Depreciation allocated from multipurpose reservoir opera- 


tions... - 


$18, 151 | 


1954 actual | 1955 estimate 


1956 estimate 


| 


$25, 000 $31, 000 





249, 838 | 
19, 360 
7, 594 | 

658 | 

277, 450 | 

16, 251 


| 


245, 000 
19, 000 | 


69, 000 
23, 000 





293, 701 
1, 059, 991 


1, 353, 692 
604, 117 | 


786, 332 | 


1, 175, 000 
610, 000 | 610, 000 


790, 000 794, 000 


Total expenses 2, 744, 141 


2, 725, 990 | 


2, 579, 000 


2, 852, 000 | 


, 000 





Net expense of navigation operations 2, 827, 000 | 2, 5 





The TVA Act of 1933 assigns to TVA the primary Federal responsibility for 
iprovement of the Tennessee River and its tributaries for navigation. The 
foot navigation channel is now complete and the Tennessee Valley is linked 
ith the vast industrial and trade area served by the inland waterway system. 
‘he operation of the navigation channel is a cooperative enterprise of TVA, the 
orps of Engineers, and the United States Coast Guard. Navigation terminals 
nd barge facilities are operated by private enterprise. 

Traffic on the Tennessee in 1953, the most recent year for which official figures 
re available, was the highest on record—7,119,227 tons and 1,020,628,819 ton- 
piles. These figures are, respectively, 22 and 28 percent above corresponding 
gures for 1952, the year of next highest traffic. From this record volume of 
raffic, shippers realized an estimated $12 million in transportation savings. 
his amount exceeded the combined navigation operations costs of the Corps of 
ngineers, Coast Guard, and TVA by some $8.5 million, which represents a return 
f 5.5 percent on the original investment in navigation facilities on the Tennessee. 
Predicted traffic for 1954 will exceed that for 1953 by about 400,000 tons and nearly 
00 million ton-miles, according to preliminary estimates. 


. Study and development of rier transportation, $69,000 


The request for study and development of river transportation during 1956 is 
69,000, which is substantially below the 1954 and 1955 figures. 
EV A is directed both to improve and to promote navigation in the Tennessee 
iver. Through the construction of navigation facilities, TVA has provided the 
mproved channel authorized by Congress. Through various studies and engineer- 
ng planning, it has sought full use of the river for transportation service. 

hrough fiseal year 1955 TVA will perform engineering work in order (1) to 
usure that existing navigation facilities are operated, maintained, and modified or 
uproved to meet the needs of present and prospective navigation; and (2) to 
levelop data and provide assistance in the development and utilization of river 
‘Tminals, floating equipment, and industrial waterfront lands consistent with 
7VA’s multipurpose river operations. TVA will also maintain navigation markers 
bn secondary channels and prepare and maintain maps of the mainstream reser- 
— oo close liaison with the Corps of Engineers and the United States 
Oas ruarad, 

TVA has also conducted transportation economic research and given advisory 
ssistance to shippers and barge lines upon request to help them make best use of 
he navigation facilities of the improved Tennessee River. Transportation eco- 
homie studies have fallen generally into three broad categories as follows: 

(a) Studies of commercial opportunities presented by the Tennessee River. 

(b) Studies of economic, rate, and policy barriers to transportation use of the 
ennessee River and integration of the river with other transportation facilities. 
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(c) Investigations of policies, rates, and facilities of all modes of transportgyg 
as they affect the development of the resources of the Tennessee Valley, 

Beginning with fiscal year 1956, TVA will perform limited continuing ENginess 
ing work, principally appraising (1) needs for improvements or additions to {y9j 
ities; (2) the effects of proposed public and private structures on navigation: yj 
(3) requirements of. navigation in the multipurpose program. Essential data wij 
be developed and limited information given to barge lines and other shippin 
interests on channel conditions and terminal sites. Studies are also made 
provide estimates of transportation savings to shippers resulting from use of tly 
Tennessee River for program appraisal. 7 
2. Operation of public-use river terminals, $23,000 

During World War II the TVA built four public-use general commogy 
terminals. These facilities are located at Knoxville and Chattanooga, Tey, 
and at Decatur and Guntersville, Ala. Being the only public-use facilities at 
those ports, they make it possible for many small shippers to use the waterway 
Three of these terminals are licensed to private operators. The fourth, g 
Guntersville, is leased. TVA receives a percentage of the gross income frow th 
operation of these terminals. 

Under legislation recently passed by the Congress and approved by the Presiden 
on September 1, 1954, present license agreements will be converted to leases, gn 
all lessees will be given an opportunity to purchase the facilities they opersy 
when their level of business and other requirements of the criteria of sale are met 

TVA owns and operates a coal terminal at Harriman, Tenn. It is expect 
that 75,000 tons of coal will be handled through this terminal during fiseal ye 
1956. As soon as the volume of business makes operation of this facility attract) 
to private enterprise, TV A hopes to dispose of it under a lease-purchase agreement 

Direct TVA expense for terminal operation in 1956 is estimated at $23.00 
Income is estimated at $31,000 for the vear. 

3. Power for lock operations, $8,000 

Navigation locks on the Tennessee River are operated by the Corps of Engineer 
TVA furnishes the power required in their operation at no cost to the Army. | 
is estimated that the cost of eleetric power will be $8,000 in 1956. 

4. Maintenance of navigation facilities 


No funds are requested for this activity for 1956. 


Mr. Raxpaut. No funds are programed for maintenance of naviga 
tion facilities according to the justifications on page 37. 

What is this program and what is the effect of dropping it? 

Mr. Puiuures. We didn’t have that last year, did we? 

Mr. Wacner. There was only $658 in 1954. There is nothing thi 
year. 

I believe that was for maintenance work which we did on some pub 
lic-use terminals which we built and operated for a time. Those ter 
minals have since been leased to private operators with the provisi0l 
that they can purchase them. 

Mr. Rasavut. What have you done about leasing those terminal! 

Mr. Waaner. They are leased, sir. 

Mr. Rasaut. Leased to advantage? 

Mr. Waaner. We think so; yes, sir. 

Mr. Rasavut. You might tell us a little about it. What kind of 
revenue do you get from them? 


PUBLIC-USE RIVER TERMINALS 


Mr. Waaner. Let me say first, Mr. Chairman, that these termine! 
were built during the war primarily to be sure that the port cite 
which they served, where terminals were not then available, woul 
be able to handle river shipping as a relief for the transportati0 
system if they should be needed. 


o> 
wr | 
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They were made available to the general public so that any shipper, 
hether he had a waterfront location or not, could use river trans- 

yrtation. 

‘ soon as it was possible to do so we requested and Congress 
nacted legislation to permit us to lease them with a provision that 
hey might be purchased. 

We have a requirement in our arrangements with the people who 
ow lease them that they shall be kept open to the general public 
a period of at least 10 vears after purchase, and there is a require- 
ent for payment to us of part of the revenues. When traffie has 
eached a certain specified point for each terminal which would be a 
ormal traffic for that port, the option to purchase can be exercised. 

Discussion held off the record. ) 

Mr. Rasaut. Do you think it is a good deal for the Government? 
Mr. WAGNER. Yes, sir; I think it is. 

Mr. Ranaut. How much money do we have involved in those 
erminals? 

Mr. Waener. The original cost was about $800,000. 


INVESTIGATION OF FUTURE PROJECTS 


Mr. Ranaut. Investigation of future projects. On page 24 of the 
ustifications, in the last paragraph, a number of projects are men- 
ined. Have any of these projects been investigated previously, 
nd then set aside for any reason? 

Mr. WesseNAvVER. The extension of Fort Loudoun Dam had been 
proposed during World War II for possible construction, and some 
westigation work had been done at that time. In 1942 funds were 
ppropriated for that project but work was suspended by the War 
roduction Board. No work has been done for quite some time on it. 
Considerable work has been done investigating the Melton Hill site 
n the Clinch River. 


PROJECT AUTHORIZATIONS IN TVA ACT 


Mr. Rasaut. Inasmuch as you say that I will ask this question: 
low much of the funds specified here are for projects that are un- 
nithorized ? 

Mr. WessenAvrER. The TVA Act authorizes projects in the Ten- 
essee River Basin. Except for the Fort Loudoun extension none of 
hese projects have had initial appropriations for construction. 

Mr. Ranaut. Do they come under the definition of ‘“authorization’’? 

Mr. Wessenaver. They come under the definition of the author- 
zation under the TVA Act; yes, sir. 

Mr. Vogrn. There is a ceneral authorization in the act, sir 

Mr. Ranaut. Do you have a further statement to add to that? 
Mr. Wessenaver. There is a general authorization to TVA for the 
r velopment of projects in the Tennessee River Basin, and therefore 
lese projects would fall under that general authorization. 

ir. Ponies. Subject to appropriations by the Congress? 

Mr. WessENAUER. That is correct, sir. 

Mr. Rapaut. General Vogel, have vou something to say about it? 
i; Vocr. Yes, sir. In section 23 of the TVA Act it states that 

le President shall, from time to time, as the work provided for in the 
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preceding section progresses, recommend to Congress such legislatiy) 
as he deems proper to carry out the general purposes stated in xij 
legislation, and for the special purpose of bringing about in the gij 
Tennessee drainage basin and adjoining territory in conformity wij 
said general purposes (1) the maximum amount of flood contyj 
(2) the maximum development of the said Tennessee River for nayigy. 
tion purposes, (3) the maximum generation of electric power consistey) 
with flood control and navigation, (4) the proper use of marginal lan 
(5) the proper method of reforestation of all lands in said draingy 
basin suitable for reforestation, and (6) the economic and social wel. 
being of the people living in the said river basin. 

I understand that that authority or that delegation by the Presidoy 
has been given to the Board of Directors. 

Is that correct, Mr. Swidler? 

Mr. Swipter. That is right, General Vogel, but I believe tly 
appropriation authorization as such is in section 27, which reas 
‘All appropriations necessary to carry out the provisions of this a¢ 
are hereby authorized.”’ So in the case of TVA projects all that j 
required for projects for the improvement of the Tennessee Rive 
and its tributaries is for this committee to act and for the Congres 
to appropriate money. ; 

Mr. Puruuips. That is limited to the Tennessee River, though, 
that case? 

Mr. Swipter. It is on hydro projects. 


BRINGING INVESTIGATIONS UP TO DATE 


Mr. Rasavut. My point is this: Why should we be investigatiyg 
projects that were investigated before and then thrown out or dis 
continued? Is there anything in here of that nature which is nov 
being reinvestigated? 

Mr. WrEsSENAUER. Sir, to the extent that some of these have bee 
investigated before, the work to be done this coming year would bi 
to bring the investigations up to date and to keep current the inform: 
tion we need in considering how to meet the additional requirement 
for the region. 

Mr. Rasaut. Those which were investigated before, was the inves 
tigation dropped? 

Mr. WesseNAver. Yes. No investigation has been carried on 
the meantime. 

Mr. Rasavt. What is the reason for renewing the investigation i 
it was dropped before? For what reason was it dropped? 

Mr. Wessenaver. Work in the Fort Loudoun Dam extension wis 
stopped when the War Production Board suspended its contributio 
At the end of the war, it was not felt necessary to continue will 
that project at that time. 

Other projects more desirable were proposed subsequently. 

Those now have been built and we are looking ahead to the futur 
requirements of power for the region and these are projects we 
investigating now to see whether they are still justified for cot 
struction. 

Mr. Rasavt. By what stretch of the imagination would somethily 
you dropped before, when the war effort was such that you want 
— in the worse way and you abandoned it then, would there 20 

e some reason to renew that investigation at this time? 
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\Mr. WesseENAUER. Yes, I think so. 

Mr. Rasaut. Predicated on what grounds? 

Mr. WessENAUER. On the future need for power based on the addi- 
‘onal developments that have taken place in the meantime. 

Mr. Rasaut. How much money of this amount is in here for those 
vpes of investigations? 

Mr. WessenavEr. A total of $204,000. 

Mr. Ranaut. All in that category? 

Mr. WessENAUER. No, sir. 

Mr. Ranaut. That is my question. How many are in that cate- 
ory? 

Mr. WessENAUER. I don’t have the breakdown here, sir. 

Mr. Ranaut. Break it down and supply it for the record. 

Mr. WessENAUER. All right, sir. 

(The information requested is as follows: ) 


Fort Lovupoun Extension, $21,000 BupGrerep IN 1956 


Construction work was suspended on the Fort Loudoun extension project at the 
hirection of the War Production Board in October 1942. Engineering investiga- 
ions have been initiated in fiscal year 1955 to obtain up-to-date information 
ecarding the feasibility of the project. 


FiLoop-ContTrot OPERATIONS 


Mr. Rasaur. Under “Flood-control operations,” insert page 39 
bf the justifications into the record. 
(The page referred to is as follows:) 


A statement on flood-control operations follows: 

Operation of the flood-control system on the Tennessee River consists prin- 
ipally of using storage space in upstream reservoirs for seasonal retention of ex- 
essive runoff and of regulating the discharges from reservoirs to rates of flow 
‘hich can safely be handled by downstream channels and reservoirs. This sys- 
em not only averts damage to cities and agricultural lands in the Tennessee Val- 
ey but also reduces flood crests on the lower Ohio and Mississippi Rivers. Regu- 
ation afforded by the Tennessee River system can reduce flood crests at Cairo 
ll, by from 2 to 4 feet below those that would otherwise occur and by lesser 
kmounts on the Mississippi River as far south as the mouth of the Red River. 
‘ince the first project in the TVA system was placed in operation (1936) regula- 
ion of TVA reservoirs to reduce flood crests has averted damage at the city of 
/hattanooga alone of about $53 million. Reductions of flood heights by nearly 
feet at Cairo have been accomplished several times averting considerable damage 
0 that city and to properties farther down the Mississippi River. 

The major items of cost consist of a portion of the expense of operation of multi- 
jurpose reservoirs and depreciation of major structures. Neither of these re- 
juires a direct appropriation for flood-control purposes because fund requirements 
or operation of multipurpose reservoirs are included in the multipurpose reservoir 
perations program, and depreciation is an accounting transaction requiring no 
urrent outlay of funds. 

The total expense of flood-control operations is estimated at $2,484,000 in 1956, 
ompared to $2,556,000 in 1955 and actual expenses of $2,435,465 in 1954. 
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This table shows detail of the total expense of flood-control operations; actual for 195 
and estimates for 1955 and 1956 





Th 
‘pimps ae 
1954 actual | 1955 estimate | 1956 estima nu 
ae litt 
T’irect expenses . $130, 058 $137, 000 $168. 
Distribution of administrative and ge neral e xpenses. 4, 402 8, 000 8 iy 
i — . 1 34, 160 1 15, 000 he 
Allocated from multipurpose r reservoir oper: ations. .___-- 1,071, 598 1, 179, 000 1.074 
Total expenses before depreciation - - 1, 206, 058 1, 324, 000 j m8 oy pr 
Depreciation on flood-control facilities ___- 320, 810 325, 000 | 35 w 
Depreciation allocated from Senne: reservoir operations 902, 826 | 907, 000 O11 i 
Adjustment of prior years’ costs___-_---- 5, 771 
Total expense of flood control operations. --- --- hE 2, 435, 465 2, 556, 000 9 154 - pr 





The activities which require appropriated funds include collection and analyse 
of flood data; studies to improve operations of the existing svstem: studies of 
potential projects which could affect flood control on the Tennessee River syst 
and technical advice and assistance to State and local governments to encour; 
their assumption of responsibility for solution of local urban and rural 
control problems. The 1956 estimate for these activities is $166,000. 

The estimates for collection and analysis of data and studies of the existing 
system and potential projects total $75,000 in 1956, the same as in 1955, and ap 
based on streamflow occurrences experienced in an average year. When extreme! 
high streamflows or repeated moderately high streamflows occur, special investi. 
gations, studies, and reports must be made on the flows occurring and the relati 
between water levels actually experienced and those which would have occurred 
without regulation must be established. Information thus gained not only is 
valuable to aid in determining guides for reservoir operations in future similar 
circumstances but also is necessary to provide facts to answer damage clains 
which may be asserted. If such high streamflows occur in either 1955 or 195 
the direct flood-control expenses might exceed the estimates, but in such an event 
the additional funds required would be provided by adjustments within the total 
budget. 

TVA has a continuing interest in local flood-control problems because their 
solution is important to the development of the valley. In the Tennessee Valle 
as in other parts of the Nation, little initiative has been taken by States and citie 
in assuming responsibility for local flood-control problems, partly because the 
Flood Control Act of 1936 and subsequent legislation assume for the Federa 
Government the major share of the financial responsibility in such problems 
There is much that communities, counties, and States could and should do for 
themselves in these local flood situations. In many cases the construction of 
protective works is within the financial capability of the communities involved. 
The assumption by the State and the local community of a joint responsibility fo f 
the construction of flood-protection works of a local nature would relieve the 
financial burden of the Federal Government, encourage construction of such works 
when they are sound and economically justified, and increase the effectiveness 0! 
State and local zoning activities, j 

The results of the program started by TVA in 1954 to assist the States and local 










communities in their organization for flood protection are encouraging. Co- 1] 
siderable interest in this program is being shown by the States of Tennessee ané fo 
North Carolina. TVA is working closely with State planning agencies in thos Hy s 
States. Flood history investigations and hydraulic studies have been made for tl 
several communities having flood problems in Tennessee, North Carolina, ani i x 
Alabama. Flood profiles and maps showing areas in danger of being flooded p 
were prepared to assist the Tennessee State Planning Commission in the writing re 
of zoning ordinances. As a result of this work, the city of Pulaski, Tenn., 0! $ 
recommendation of the Tennessee State Planning Commission, has adopted # b 
zoning ordinance which will go far toward reducing damages from local floods 1 e: 
that city. w 

The estimates include $62,000 in 1955 and $91,000 in 1956 to provide for col- 3) 
tinuation of technical advice and assistance to the States in an effort to encourag’ Hm 1 


them to create and actively support agencies for planning local flood projects 
and providing State leadership in developmental projects. In 1956 TVA plats 
to intensify its work with Tennessee and North Carolina and to seek more activ? 
support of local flood-control activities by the State of Alabama. 
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Mr. Rasaut. There is a total of $2,484,000 programed here. 
This is $72,000 less than this year. What is the reason for that? 

Mr. Wacner. That is a combination of things. There are a 
number of activities here and some are a little bit more and some a 
little less. 

Mr. Ranaut. It works out to that amount of reduction? 

Mr. Waener. That is right. 

lf 1 may I would like to say a little bit about the flood-control 
program. | will try to be brief. 

Mr. Rasaur. All right. 

Mr. Waener. This, along with navigation, is another one of TVA’s 
primary responsibilities. The Tennessee River flood-control system 
has since the operation of our first reservoir in 1936 averted damages 
of about $53 million which otherwise would have occurred at Chatta- 
nooga. This is nearly one-third of the total investment in the 
flood-control system. 


LAND PROTECTED FROM FLOODING 


In addition to that, the TVA flood-control system in conjunction 
with the levee system which has been constructed by the Corps of 
Engineers, provide complete protection for about 6 million acres of 
land on the lower Mississippi River and it provides for the less frequent 
flooding of some 4 million additional acres along the lower Mississippi 
River. 

The maximum known flood in the Tennessee Valley covered about 
743,000 acres of land there. 

When our reservoirs are full at the summer level they cover about 
464,000 acres, and 74 percent of that amount was subject to flood in 
this total of 743,000-acre figure I gave. 

Mr. Rasaut. What percentage? 

Mr. WaGnmEr. 74 percent. 

Much of the land covered by these reservoirs was in mountainous 
and in rural areas, and of relatively low value. 

In fact, I believe we have some figures, Mr. Chairman, on what the 
income in certain areas has been from that land as a lake as compared 
with what it was when it was farmland. 

Mr. RaBaut. Suppose you supply those for the record? 

Mr. Waaner. Yes, sir. 

(The information requested is as follows:) 

In acquiring the reservoir for the Pickwick Landing project, TVA purchased 
11,581 acres of land and the improvements thereon in the State of Mississippi, 
for which it paid $466,618.70. All of the land lies in Tishomingo County. Sub- 
sequently, TVA has sold 833 acres of the land for which it received $90,769. On 
the 833 acres, fixed improvements to the estimated value of $484,000 have been 
added. I hus the value of the land turned back to private ownership by TVA, 
plus the fixed improvements subsequently made on the land, represents a potential 
restoration to the tax base of Tishomingo County of $574,800, or an amount of 
5108,200 in excess of the purchase price of the property removed from the tax 
base uport TV A’s purchase of the 11,581 acres. This amount is in addition to the 
estimated $306,000 value of personal property in the form of boats and boathouses 
Which the owners and users of the 833 acres have placed along the Mississippi 
shore, and is also in addition to the in-lieu-of-tax payments which TVA annually 
makes to Tishomingo County. 
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COST OF ANALYZING OPERATIONS OF TVA RESERVOIRS 


Mr. Rasaut. The direct expense item has been increased fron 
$137,000 to $166,000. Briefly explain what this covers. 

Mr. Waaener. The direct expense item covers in part the cost of ju 
analyzing the operations of our reservoirs. 

As a flood goes through the system we known what elevation jj 
reached. We make estimates to see what the elevation would hayp 
been without the operation of TVA’s flood-control system, both to 
give us guidance in improving future operations and in the event we 
have damage claims to give us a factual basis to appraise their validity. 


Mr. Rasaut. You keep track of the area, for instance, of the rain. HBP jx 
fall? 


Mr. Wacner. We have cooperative arrangements with the Weathe m 
Bureau. The cost of collecting rainfall data and streamflow dat 
are in another category of the budget. They are in the multipurpoy 
reservoir operations category, the cost of which is allocated between 
navigation, flood control and power. 

In addition to the engineering studies of our flood-control oper- 
tions—-— 

Mr. Rasavt. In 1954 you spent $130,000? 

Mr. WaGne_er. Yes. 

Mr. Ragsaut. Then you got the camel’s nose up to the tent to 
$137,000, and now you are taking a jump to $166,000, and next year 
I suppose it will be $200,000. 

What is going on? 

PREVENTION OF LOCAL FLOOD DAMAGE 
Mr. Waener. The increase, Mr. Chairman, if that is what you I x. 


want an explanation about—— 
Mr. Rasavut. That is what I want. 
Mr. Wacner. It is in the field of local flood-control studies. 
This is an activity which we undertook only recently, and it is one 
which General Vogel described briefly in his opening statement. 
There are many small cities and communities in the Tennessee 
Valley which are not within the area benefitted by the operation of 
the major dams. ' 
Naturally, many of them have flood problems. P 
We have undertaken to provide to planning commissions, city 
engineers, and other people who may be interested the informatio 
which we have in our records as to the heights of floods in those areas 
and the heights which they might reach, so that those people can take 
this information into account in their own local planning. ? 
We have had a very good reception to that program. ‘The «ity 
of Pulaski, Tenn., took the information which we furnished and used 
it in framing a zoning ordinance to control future construction 1 
areas that are subject to flooding. 7 
If this method is put into effect, in a period of time an area subject Hp 
to flood would not have in it any high value buildings or improvements HH * 
and in a sense you might call this preventive flood control. . 
Mr. Rapaut. Off the record. f 


(Discussion held off the record.) : 
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MULTIPURPOSE RESERVOIR OPERATIONS 


Mr. Rasaut. Multiple reservoir operation. 


justifications in the record. 
(The page referred to is as follows:) 


Insert page 47 of the 


ScHEDULE B—-2.—Multipurpose-reservoir operations (for fiscal years ending 
June 30, 1954, 1955, and 1956) 








| 


1954 actual | 1955 estimate 





Income (incidental income) - 


Expenses: 
Water-dispatching operations. 
Water-control investigations...........................- 
Malaria control. - a 
Plant protection and services to visitors 
Operation and upkeep of dam reservations 
Operation of reservoir lands 
System improvement studies 
Other operations 
Maintenance 


Total direct expenses: 
Appropriated funds 
Corporate funds. . -- 


Total...- ae 
Distribution of administrative and general expenses 
(peOIEID TIRE can cucish diene Se anccienidn dc cceanuinc dann 


Total expenses before depreciation - .-.-.......--..--- 
Depreciation on multiple-use facilities - - --- 


Total expenses 
Net expense of multipurpose-reservoir operations - - -_- ‘ 
ALLOCATION TO PROGRAMS 
Navigation operations: 
Net direct expenses 
Administrative and genera 
Depreciation 
Total... 
Flood-control operations: 
Net direct expenses -- ---- 
Administrative and gener 
Depreciation 
Total. 
Power operations: 
Net direct expenses. - 
Administrative and general expenses 
Depreciation 


OGRE SE GRRE ok NScoccandcsekundccnwascwes 


525, 503 
207, 651 
484, 043 
939, 775 
434, 627 
699, 975 

24, 847 

31, 840 


1, 628, 864 


290, 194 | 


2, 009, 591 | 


$279, 464 | 


| 


$260, 000 | 


552, 000 
231, 000 
505, 000 
1,011, 000 
446, 000 
749, 000 
33, 000 
32, 000 
387, 000 


2, 204, 000 
1, 742, 000 


1956 estimate 


$234, 000 


545, 000 
235, 000 
476, 000 
899, 000 
437, 000 
718, 000 

22, 000 

22, 000 
221, 000 


2, 000, 000 
1, 575, 000 





3, 638, 455 
203, 329 


3, 946, 000 
229, 000 


3, 575, 000 
234, 000 





3, 841, 784 


6, 754, 125 


2, 912, 341 | 


4, 175, 000 


2, 925, 000 


3, 809, 000 
2, 940, 000 


6, 749, 000 








6, 474, 661 


6, 515, 000 











998, 992 

60, 999 

786, 332 

1, 846, 323 


1, 010, 599 
60, 999 
902, 826 





1, 094, 000 
69, 000 
790, 000 | 

| 
1, 953, 000 


1, 110, 000 
69, 000 
907, 000 


996, 000 
70, 000 
794, 000 


1, 860, 000 


1, 004, 000 
70, 000 
911, 000 





1, 974, 424 





2, 086, 000 | 


1, 985, 000 





1, 349, 400 
1, 223, 183 


81, 331 | 


1, 482, 000 | 
91, 000 
1, 228, 000 | 


1, 341, 000 
94, 000 
1, 235, 000 








2, 653, 914 | 


2, 801, 000 


2, 670, 000 





Total_--- 6, 474, 661 6, 840, 000 | 6, 515, 000 


A statement on multipurpose reservoir operations follows: 

lhe reservoirs created by TVA dams are managed primarily for purposes of 
navigation, flood control, and power. Consistent with these purposes, the 
reservoirs also serve other interests including programs of other public agencies. 
The activities relate to the management, operations, and maintenance of 19 
multipurpose reservoirs. These reservoirs have approximately 10,000 miles of 
shoreline. TVA has responsibility for managing or administering use limitations 
on approximately 430,000 acres of land surrounding the reservoirs. 

Estimated direct expenses for multipurpose reservoir operations are $3,575,000 
for 1956, compared to the 1955 estimate of $3,946,000. Income is estimated at 
$234,000 for 1956 and $260,000 for 1955. Of the total 1956 estimate of direct 


expenses, $1,575,000 will be financed from corporated funds and $2 million from 
appropriated funds. 
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During the past several years, activities in this program have been reviewed a 
carefully and a number of significant economies have been made. These sayin, IM! 


however, have been obscured by the general rise in salaries and other Costs 
In 1956 there were 16 multipurpose reservoirs in operation. During 1955 and 1955 ae 


there will be 19 in operation. Costs of many of the activities in this program are 7. 
closely related to the number of reservoirs. T 

TVA’s multipurpose reservoir operating costs are carried in a single progray ge 
category, although for accounting purposes they are distributed to the three € 
primary programs—navigation, flood control, and power. The costs are distri}, Mh 


uted approximately 30 percent to navigation, 30 percent to flood control, and 4 
percent to power. The navigation and flood-control portions are financed from ( 
appropriated funds, and the power portion from corporate funds. 00 


WATER DISPATCHING OPERATIONS ($545,000) 


The Tennessee is the world’s largest controlled river system. It provides mor pe 
than 14 million acre-feet of useful controlled storage, a 650-mile channel for 9-fo; 
draft navigation, and has installed hydroelectric generating capacity of about} pe 


million kilowatts. The system consists of 31 major projects, including 25 Ty\. #i° 
owned dams in the Tennessee Valley, 1 dam owned by TVA on a tributary of thy C 
Cumberland River, and 5 dams on the Little Tennessee River which are owned an Jae 
operated by the Aluminum Co. of America in accord with water control instr. mn 
tions from TVA. All projects are operated according to instructions developed ‘ 
at TVA’s central water control office at Knoxville, Tenn. Suboffices for colle. ro 
tion and analysis of data are located at appropriate points in the Tennesse - 
Valley. r 


Efficient dispatching of water through the reservoir system to serve mos 
effectively the major programs of navigation, flood control, and power, and at thy 
same time serve other important interests in a manner consistent with the needs 
of these three major programs, requires continuous knowledge of the amount of 
water stored in each reservoir, the amount flowing in streams, the rain falling. 
and that likely to fall in the next few davs on each watershed. Close cooperatio: 
with the United States Weather Bureau and the United States Geological Surve 
insures full use of all data and services available from these agencies, thereby 
avoiding duplication. Because a large number of gages are needed to determin 
accurately rainfall amounts and intensities throughout the area, TVA maintains 
a network of 382 conventional-type rain gages and in addition utilizes, wherever 
feasible, 118 gages operated by the Weather Bureau. Under a joint agreemeni, 
the United States Geological Survey maintains 120 stream-gaging.§ stations 
throughout the valley. The Weather Bureau by agreement with TVA furnishes 
daily and longer period forecasts of rainfall, operates an electronic flood routing i, 
unit to aid in forecasting streamflows, and supplies TVA with forecasts of light " 
intensities, humidities, temperatures, and other meteorological factors needed i! 
system operation. Forty-three special-type gages, developed and maintained 
by TVA, transmit automatically by radio stream heights and rainfall amounts 
from remote areas. All these data on rainfall, streamflow, and reservoir storage 
are assembled in a central office in Knoxville where a staff of some 14 employees 
analyzes the data and plans water-dispatching operations both currently and ona 
long-time basis. Instructions are transmitted through the power dispatching 
offices to the operators at each dam who operate the facilities that store or relea® 
water. A daily river bulletin, published cooperatively with the United States ns 
Weather Bureau, is distributed to persons and firms concerned with stream and a 
reservoir elevations. Data are exchanged regularly with the Corps of Engineer Hi}, 
in scheduling Tennessee Valley reservoir system outflow to provide maxi a 
benefit to the Ohio and Mississippi Rivers during both low flow and flood fh 
periods. Gate settings at dams, charged to this activity, are performed as pal’ 
time tasks of personnel regularly employed at the dams. 








WATER CONTROL INVESTIGATIONS ($235,000) 


This includes a variety of studies and investigations needed in connection wil! ; 
the operation of the multipurpose reservoir system. Owners of property adjacet 
to the reservoirs often claim that fluctuating water levels damage their farmlan® er 
or pollute their wells, and careful field engineering investigations must be made! 
determine the facts for use in possible litigation. Judged by past experience, ' 
work in 1956 will require about 5 man-years. Sediment in the reservoirs red 
storage capacity; field surveys are made on each reservoir at intervals of aboil 
5 vears to determine the storage lost. During 1956 field sediment surveys W!! " 
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ade on five reservoirs. In addition, office computations of sediment volumes 
‘Ih he made for reservoirs for which field surveys are being made in 1955. During 
riods of high streamflow, dischs eee over the spillways are compared with those 
edieted from model tests made before the dams were built for checking the 
opriet) of design and indicating possible corrective measures for any adverse 
rocts. These activities also include studies to determine the effects of impound- 
es and water-control practices on water quality and stream pollution and the 
ysibility of integrating TVA water releases with pollution abatement needs. 
hey also ine clude studies of the effects of impoundages and water-control practices 
fish and waterfowl, and feasible water-control practices which may be employed 
minimize adverse effects on wildlife and the development of commercial and 
yort fishing. 
MALARIA CONTROL ($476,000) 


Control of malaria associated with TVA reservoirs requires repetitive control 
heasures such as elimination of shoreline vegetation by mechanical means and 
bicidal applications, and larvicidal spraying with DDT; appraisal of control 
xethods; and development of pecs techniques. Permanent shoreline im- 
rovements (budgeted under ‘‘Additions and improvements at completed pro- 
cts’) and fluctuation of water levels make it possible to keep the level of repeti- 
ve operations much lower than would otherwise be necessary. Repetitive 
mtrol measures are limited to 6 main-river reservoirs, where conditions are most 
mducive to the breeding of malaria mosquitoes. Control measures on other 
servoirs are not scheduled but are done on an emergency basis when necessary. 
rogram plans for 1956 on the 6 reservoirs include plant-growth control by 
echanical and chemical means on 672 acres, drift removal along 15 miles of 
horeline, maintenance of 204,300 linear feet of drainage ditches, application of 
rvicides by aircraft on 26,350 acres, and operation and maintenance of 10 de- 
atering areas involving 24,800 hours of pumping operations. Routine surveys 
nd investigations to appraise the incidence of malaria have been discontinued. 
hich appraisals are being made largely by regular investigations by State and 
eal public health agencies. 

The 1956 estimate of $476 000 for malaria control is $29,000 below the estimate 
yr 1955. 

PLANT PROTECTION AND SERVICES TO VISITORS ($899,000) 


Under normal peacetime conditions this category includes visitor reception serv- 
es at TVA muitipurpose dams and limited guard service to protect the prop- 
rties from damage from fire and theft. In the fall of 1950, TVA developed in 
coordination with defense agencies and put into effect a more intensive plan of 
protection. That plan costs substantially less than the one used during World 
Var If. On the basis of security information current in 1952 and 1953, TVA 
‘duced the protection standard in those years below the 1950 level. Thus the 
anpower now assigned to protection of operating properties has been reduced to 
bout the equivalent of that which prevailed prior to Korea. This personnel is 
) assigned, however, as to make property protection its major purpose. The 
956 estimate is base d on a reduction of about 14 pe recent below present standards 
Mf protection providing for the equivalent of 27.1 full-time posts at 17 dams 
no posts are established at Chatuge or Nottely) an average of 1.59 full-time 
posts per project. 

lhe 1956 estimate of $899,000 is $112,000 below the 1955 budget, reflecting the 
ecrease in protection standards which is offset to some extent by increases caused 
y reassignment to operating expense in 1956 of costs distributed in 1955 to con- 
struction accounts for Dougias and Hiwassee projects when additional generating 
nits were being installed at those projects. 


OPERATION AND UPKEEP OF DAM RESERVATIONS ($437,000) 


_the 19 multipurpose dam reservations include 13,825 acres of land and 97 miles 
| gravel and hard-surface roads. <A variety of operations is necessary for the 
ipkeep of these roads and grounds. toads, parking areas, and Walkways are 
‘intained; the public-use areas around the dams are graded, planted, and mowed; 
igus and guardrails are painted and replaced as necessary; janitorial and other 
ervices must be provided as required. Of the total acreage, about one-half is 

natural or forest cover; about one-fourth is maintained as meadow or pasture, 
id about one-fourth is maintained for intensive public use. 
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The 1956 estimate for these activities is $437,000, which is $9,000 beloy y 
estimate for 1955. 


OPERATION OF RESERVOIR LANDS $718,000 


TVA owns about 305,000 acres of land around the margins of the MUI tipurpys 
reservoirs and holds easement rights on an additional 125,000 acres above norng 
lake levels. These lands are used by a variety of individuals, agencies, » 
private groups for farming, grazing, parks, camps, boat docks, wildlife refu 
and other purposes. Continuous surveillance is necessary to assure that th 
various uses do not conflict with the primary purposes of the reservoirs and » 
consistent with full public use of the reservoirs. Engineering investigation, 
surveys, and maps are made to maintain and preserve survey-control markey 
to install and maintain property boundary and maximum reservoir-level markey 
and to record changes in land ownership and physical developments on the layj 
The lands held by TVA are reviewed periodically in the light of changing progna 
requirements; lands no longer necessary for program purposes are sold. Selig 
costs are included in this category. 

The licensing of reservoir lands for agricultural and grazing purposes involys 
the public offering of available lands, the review of applications, approval 
rental rates and crop plans, issuance of licenses, and collection of rentals. Appr. 
imately 1,500 licenses will be issued in 1956 for the use of about 36,000 acres fy 
such purposes. Forest-land operation includes provision of forest fire and tr 
pass control and marketing of timber and other forest products through sales ¢ 
stumpage. Approximately 10,000 cords of pulpwood and 2,300,000 board-fee 
of timber are projected for sale in 1956. 

The 1956 estimate of expenditures for operation of reservoir lands is $718.0) 
which is $31,000 below the estimate for 1955. 

The 1956 estimate of income expected to be realized from operation of reservoir 
lands is $199,000. The corresponding 1955 estimate is $224,000. The decreas 
results from reduced land rentals and other fees, reflecting progress made in th 
disposal of surplus land. Estimates of income from sales of reservoir land ar 
$361,000 in 1956 and $394,000 in 1955. This income is treated as a reduction in 
the investment in the reservoirs, and hence is not reflected in the estimates for 
the operation of reservoir land. 


SYSTEM IMPROVEMENT STUDIES ($22,000) 


Continuing studies are necessary to improve the water-control system in th 
Tennessee Valley and to pro, ide a basis for further de elopment. These activitiw 
include maintenance of a current inventory of the water resources of the Tennes 
River Basin; preliminary study of possible future project sites and costs; geologe 
investigations on tributary streams; compilation and application of data fv 
determination of the fundamental hydraulic features on which the planning 
design, construction, and operation of the dams are based; and preparation ai 
analysis of reports on special-design features which will serve as references aud 
aids for future design work. The 1956 estimate for this work is $22,000, compari 
to $33,000 for 1955. 


OTHER OPERATIONS ($22,000) 


This category covers minor operating activities. The principal continviit 
activities are cleaning reflectors and replacing light bulbs along roadways at tle 
19 multipurpose projects; studies of allocation of the system investment amot 
the 3 major purposes; and the determination and review of service lives of strit 
tures and equipment in order to fix proper depreciation rates. The 1956 estimatt 
for these activities is $22,000, compared with $32,000 for 1955. The decreas 
reflects completion in May 1955 of the study of biting insects breeding in T\4 
reservoirs and other minor changes in estimates. 


MAINTENANCE ($221,000) 


Maintenance activities consist mainly of painting spillway gates; maintailli! 
spillway gate-operating devices and other equipment items and structures at tl 
multipurpose dams; and maintaining fills on relocated highways and railroads 
affected by adjacent water. Maintenance of certain earth fills is required uni 
the terms of contracts entered into with the owners of the highways and railrosés 
when TVA dams were built. Maintenance costs vary from project to proj 
and from year to vear. The estimate for 1956 of $221,000 is $766,000 less thal 


that for 1955. Estimated maintenance requirements for the various dam str 
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tures are $146,000 less in 1956 than in 1955, reflecting scheduled completion of 
major repair jobs at Wilson and Chickamauga Dams. Requirements for mainte- 
nance of highways and railroads are expected to be $20,000 less in 1956 than in 


1955. 
Mr. Ranaut. A total of $3,575,000 is programed for direct expenses. 
This is a reduction of $371,000 below 1955 program. 


WATER-CONTROL INVESTIGATION 


The only increase shown is for water-control investigation. Why is 
this necessary? 

Mr. Waaener. Mr. Chairman, that increase is $4,000 in a total 
amount of $235,000. Salaries have been going up in recent years. 
| am not sure that that is what that increase is, but I expect that it is 
probably a good part of it. 

Mr. Van Mot. It is a small amount. It may be some increase in 
travel. It is a collection of small amounts of that kind. 


MALARIA CONTROL PROGRAM 


Mr. Rasavur. The justifications explain that the malaria control 
program is conducted on an emergency basis. Under those circum- 
stances, do you usually find it necessary to use all of the funds appro- 
priated? Also, how much has been appropriated and how much 
spent in each of the last 5 years? 

Mr. Wagner. On most of the TVA reservoirs, repetitive control 
measures are not regularly scheduled. But water conditions and 
weather conditions which are favorable to an unusual concentration 
of mosquitoes may sometimes occur. In such a case it is necessary 
to go in and spray some of those areas with DDT—to dust them. 
That would add to our cost. 

Mr. Ranaut. Supply for the record how much has been appro- 
priated and how much spent in each of the last 5 years. 

Mr. Wacner. We will do that. 

(The requested information follows:) 


ea ian 
| Estimates to Congress | Actual 


area | expendi- 
Original | 1 year later | tures 





Fiscal I I hes ani ota a a eae ‘ ‘ $975, 000 $893, 025 | $826, 500 
Fiseal year 1951 ed [ ; et 892, 850 777, 000 | 650, 180 
Fiscal year 1952 ate ad colt | 720, 000 | 720, 000 597, 399 
Fiscal want We oe ee ; ey 4 ae 690, 000 660, 000 | 551, 857 
Fiscal year 1954 - ---------| 660, 000 | 559, 000 484, 043 


Note.—Expenditures for 1950 and 1951 were financed from nonappropriated funds. About 60 percent of 
expenditures for 1952, 1953 and 1953 were financed from appropriated fund. 


RECREATIONAL USE OF THE RESERVOIRS 


Mr. Kirwan. What do you say the recreational end of it on the 
lakes has amounted to? 
Mr. Waener. There is an investment of about $48 million, private 


investment, in boats, docks, cabins, resorts, and so forth along the 
waterfront. 


Mr. Kirwan. About $48 million? 


63240—55——_14 
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Mr. WaGnNeErR. Yes, sir. 

Mr. Kirwan. That is just on the water alone. You have aut). 
mobile parks also? 

Mr. Wacner. Yes, along the shore. 

Mr. Krrwan. They must have done pretty fair down there betwee 
cheap transportation and cheap power. Is that correct? 

Mr. WaGner. Yes. 


NATIONAL IMPORTANCE OF RESOURCE DEVELOPMENT 


Mr. Kirwan. And I am for it. I think the General made tly 
statement—General Vogel, did you say you were for dividing it 
throughout the country? 

General Voce. No; I do not think you understood me properly 
I say these things which are being done in the way of marking second. 
ary channels either should be discontinued here, or they should be 
done in other places where there are recreational facilities. 

Mr. Kirwan. That is what I mean. 

General Vocr.. I did not mean to divide it up in any region. 

Mr. Kirwan. But it should be done in other places. 

General Vocr.. It should be done in other places as a matter of 
policy. 

Mr. Krrwan. If we have a policy in one place, it should be spread 
around the United States? 

General Voce. That is correct. 

Mr. Krrwan. That is the same as dividing it up. 

Mr. Jensen. Equality of treatment. 

Mr. Kirwan. You built two reservoirs, I think, in Youngstown, 
Ohio? 

General Voce. Yes, sir. 

Mr. Kirwan. That cost something around $6 million and probably 
saved the Government, since they were built, $60 million. They 
were built back in 1942 and finished in 1944, but I saw the traffic that 
followed, every year the whole steel industry had work. In 1920, 
the Youngstown District was the third ranking district in the United 
States. It was paying more taxes to the United States Treasury than 
five States. And all that was ever spent there by the United States 
Government it seems was $6 million. That is what I am talking 
about—dividing it up a little. 

Now we are down to fifth in the steel industry; we have beet 
passed by two more areas that have put us in the ashcan, and I would 
like to see this thing spread out a little over this Nation. 

I am for developing this country. Every dollar spent on public or 
private power, I am for, because I maintain that every dollar invested 
in America is going to come back to you, therefore I am in favor 0 
spending it. But all that is in the budget now for public works 1 
Ohio, which I think ranks third or fourth in paying taxes to the 
Nation, is $5 million. I am not talking about the Ohio Basin Valley. 
As you know, that runs from the Allegheny in Pennsylvania all the 
way down to Kentucky. I am talking about what is spent in the 
State of Ohio—something like $5 million in the budget this year. 
And the Lord knows we need it and need plenty out there; the way 
everything seems to be going somewhere else. I think they should 
spread it around a little. I mean that in all sincerity. 
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General Vocen. I think you have my point exactly. I am not 
king against doing those things; I merely think it is my obligation 
tell you what we are doing in this case that is not being done in 
ther places. You make the laws; we do not. 

Mr. Kirwan. We make the laws, and we are not holding anybody 
ise responsible. And I say it has developed the country so it makes 

: . vga ti ! 
t possible to build something like TVA. They could not build that 

, Ohio. They were asked to dredge Ashtabula Harbor at a cost of 
5 million, and they are going to have that ready when the St. 
awrence Seaway makes its appearance in 5 or 6 years from now. 

General Voce. That used to be one of my projects, too. 

Mr. Kirwan. Private interests have built two piers in Ashtabula 
t a cost of $6 million and they are now dredging the harbor. They 
io not ask the Government to do the dredging; they are going to do 
hat themselves. They are paying $400,000 to dredge the inner har- 
or, and now they do not care if the St. Lawrence Waterway ever 
shows up; we have enough business for these piers. All we ask the 
Tnited States Government to do is to spend $200,000 to dredge the 
uter harbor, for which the budget does not put any figure in, after 
heir putting in $6 million of their own money, private capital, to 
yuild the piers and dredge all around the piers. Now they have to 
vait, according to the budget, until the St. Lawrence is finished 4 years 
rom now before the dredging of the outer harbor, to meet the $6 
iillion investment, goes forward. Idonot think that is fair. I would 
like to see us get in a position up North where we can do what you 
aid they do down South. 

While I am talking, I remember being in the Imperial Valley in 
‘alifornia in 1910, when it was nothing but a desert. 

Mr. Purtuips. Were you there when the flood was there? 

Mr. Krrwan. I do not know whether I was there when the flood 
vas there or not, but I know I was there and all that was there at that 
ime was just a wild desert. It is a paradise today with the water 
hat was put in by the United States Government. I know of a finer 
place than that, where the United States Government is doing a job 
mow; that is in Florida, in draining the Everglades. Flagler went 
broke; he spent $100 million and went broke, and then Bok spent $50 
million, and now we are going to do it. That is the only place in the 
world where they have palm trees in the front yard and gondolas in 
the backyard. But it is going to be done with taxpayers’ money and 
the taxpayer is going to be the fellow to pay the bill. 


SCOPE OF TVA ACT 


Mr. Jensen. Of course we just have one law which governs the 
Tennessee Valley and that is the law which established the Tennessee 
Valley Authority, and that law is all inclusive. When that law was 
passed, we delegated the regular responsibility of the Congress of the 
United States to the Tennessee Valley Authority to the end that it 
was possible for the Tennessee Valley Authority to start any project 
it sees fit to start and to spend millions of dollars without coming to 
the Congress and asking authorization in the regular manner which 
other projects in every other part of the country are required to do. 

As I said before, it is an autocratic empire within our United States 
with full authority to do as they darn well please with the money that 





210 


Congress appropriates, and with the authority to go ahead and make 
investigations, plans, and construct anything they want to, as long ys 
they can get the money from the Congress to support it. If I had my 
way, I certainly would recommend that henceforth no project of any 
consequence be started in the Tennessee Valley without specifi: 
authorization by the Congress of the United States. 

This thing is going too far, and we had better start, the Representa. 
tives of the people had better start, to take a hand in this thing before 
it gets out of hand completely. 


SALES PROMOTION EXPENSE 


Mr. Puituirs. What was the page of that item that had sales 
promotion? 

Mr. WeEssENAUER. Page 42. 

Mr. Puituires. There has always been a question about this sales 
promotion item which, as the chairman pointed out, asks for $676,000 
this year with reimbursements of $130,000. 

First of all, is that reimbursement on schedules of some kind. 0: 
voluntary contributions? 

Mr. WeEssSENAUER. NO, sir; it is under contract. 

Mr. Puiuurps. Under which you do a specific thing? 

Mr. WESSENAUER. We provide a specific service; yes, sir. 

Mr. Purtures. All the year around? 

Mr. WessENAvER. That is right. 

Mr. Puixurps. And it costs about $546,000 net. Now there al 
ways is the question—and I address this to you, General—as to why 
you need sales promotion at all; because, by observation, I would say, 
this item provides for a certain amount of entertainment, which is 
desirable, of people coming to visit you. 


EXPENSES RELATING TO VISITORS TO TVA PROJECTS 


General Vocet. No, sir; we do not have any entertainment fund. 
Mr. Puiturps. What do you do when those friends of TVA get ou 
material, or the backyard group from Chicago that published a pam 
phlet, somewhat accurate? From where does the money come to tak 
care of them and take them around TVA and show them the works’ 
General Voce. The groups that come there as visitors from foreign 
countries and sponsored groups, which are official organizations 0 
this Nation, are taken care of under the public relations fund. 
Mr. Puitures. How much is the public relations fund for 1956. 
Mr. Waaner. The Information Office budget for 1956 is $175,000: 


SALES PROMOTION EXPENSE 


Mr. Puiuurps. Then I think, more than ever, there should be some 
question raised regarding what you call sales promotion; because here 
you have a monopoly. There is no other power to be sold in tha 
area but yours; you establish the price at which it can be resold. 
Now you certainly do not have to do any public relations or publicity 
work to sell to those people. They have nowhere else to get it. 

The chairman brought out in his questioning that the cost \ 
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TVA for public relations work was about 37 cents, and the cost to a 
private utility was, you said, to be over $2. 
' Mr. WESSENAUER. $2.61 per consumer, sir. 

\r. Poiturps. I do not know the source of that $2.61, nor do I 
inow Whether items involved in each are comparable, because I 
suppose What TV A separates and put in public relations work and sales 
promotion would be combined in the $2.61 for the private utility. 
But my point is that the utility has competition; the utility in many 
instances does have to compete with other sources of power, or with 
various factors which the TVA does not have to compete with; con- 
sequently, it would seem and it always has seemed questionable as 
‘) why you should spend any amount of money for sales promotion. 

You contend your rates are low; you contend that in navigation you 
ave $14 million a year over the lowest competitor. Do you mean 
you are having great difficulty in going out and selling the idea to the 
yeople of the Tennessee Valley that they should use as a means of 
iransportation your industrial projects on which they could save $14 
nillion, or that they should use your power to light their houses, when 
n0 other power is available, or to use your power to heat their houses, 
vhen they are getting it for 4 mills, which is very much less than the 
nationwide rate for heating power? I mean why do you have to have 
asales promotion program at all? 

Mr. WessENAUER. We believe, Mr. Phillips, that each power 
system has a responsibility to the customers it serves to supply them 
with the kind of information which would help them to make the most 
dfective use of the electricity which they buy. 

Mr. Pariuuirps. But you have $175,000 for public relations. 

Mr. WesseNAvER. That is a different subject altogether. This 
jas to do with the users of power. 

General VoceL. The other money is, you might say, for generally 
vlling TVA to the public. This is specifically related to power. 

Mr. WesseNAUER. Our public relations relates to requests for 
general information about TVA mainly from without the area. 

Mr. Poitures. How many customers do you have now? 

Mr. WessenAvER. The total number of customers in the area is 
1,370,000. 

Mr. Puituips. But you are giving me the number of users through 
your distributors. 

Mr. WesseNAvER. That is right. 

Mr. Paruures. And you gave us 150 distributors. 

Mr. Wessenaver. That is right. 

Mr. Potties. Actually, then, instead of being 37 cents, you are 
actually spending $4,000 per customer, or else you are paying the bill 
or resellers, that is, for distributors, which is ordinarily borne by the 
distributors. 

That prompts me to ask how much in addition are they paying for 
public relations or sales promotion? 

Mr. Wessenaver. I think I gave the figure that TVA and the 
ustributors together are spending about $1.50 per ultimate consumer. 
that is per 1,300,000 consumers. 

Mr. Puinurps. As against the $2.61? 

Mr. WesseNAvER. As against the $2.61 which the utilities report. 

Mr. Puiiures. Still you have not answered my question of how 
huch you are spending per individual customer that you have, and 
Imake it $4,000, which is a long way from 37 cents. 
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Mr. Wessenaver. Let me be correct. I was speaking about tly M 
37 cents per ultimate consumer. I did not represent it to ba anything MM ber 
else. “BB itt 

Mr. Puruures. But that is not your responsibility, is it? othe 

Mr. W ESSENAUER. Yes; I believe we have a responsibility to pro. our 
vide such services. We advise the local distributors on promotioy MM Ber! 
programs which will assist primarily the rural and domestic consumers, # had 
For example, we have numerous inquiries from State agencies workine IM it a 
in the field. into 

Mr. Puiuures. From other States, or Tennessee? You mean agen. into 
cles in the area? ' TV, 

Mr. Wessenauer. In the area. For example, Mississippi recently J wer 
has been working out a cooperative program of getting running wate T 
in the farm home. That requires pumps and installation of the Ml of t 
necessary piping leading to improved sanitation. Through our plan- J pap 
ning assistance which we provide these local agencies, they have been MM and 
able to improve farm living by pushing the sale of pumps and water the 
systems. exh 

Mr. Puiuurps. There is no objection to that on my part, but | buil 
would suggest that every farm magazine you pick up in the United i of t 
States is devoting time and money to that and every farm bureau MM our 
center and every grange, and every other organization is conducting # tho 
meetings and tours and demonstrations on farms of these things which, Hj But 
unless they choose to write in to you, the material you furnish to MM exh 
them makes your expense here a completely duplicating expense. § pro: 
I think if you confined yourself to the customers you have, plus those \ 
groups that are doing the same sort of sales work for you, you would #@ pro’ 
have a reasonable request of the committee; but I do not think that ( 
request of $676,000 is reasonable. We 

Mr. Wessenaver. | think you ought to recognize that in this case J in t 
the money is provided from the revenues received from these customers fil con 
of ours. They feel that we ought to share in the efforts which are § Ter 
made to help their customers make a more effective use of the Bag 
electricity. qui 

Mr. Puitires. When you get right down to bedrock, the reason i the 
you are doing that and the reason you have to do it, w hich is not tl Wor 
custom—that is the custom would be for the seller to “ary on t the | 

‘ampaign; but you are not the seller; you are the supplier to the seller; Hi 195 
you are the wholesale seller, and if you permitted them to charge the \ 
amount of money which they could charge and which any other dis- i for 
tributing agency would charge, you would not have to spend this \ 
money; ‘therefore the taxpayers would not have to subsidize you for ) 
it. They would collect it from the sale of current, a fraction of a am ) 
And they would charge it and the customer w ould pay it and, int \ 
long run, would pay it because he felt it was reducing his own cost i ) 
increasing the distribution of current. A 

Mr. Wessenaver. But the customer is already paying this. This J rec 
is part of the cost of operating the power system. } 

Mr. Puiuuirs. If the customer is already paying it, we will just 
cross it off here? ; T 

Mr. Wessenaver. This is out of money which they pay us. The ¥ Fai 
is how they pay it. This item is not an appropriation request; I! -“ 


indicates we will be using some of the money which they pay Us \° 
carry on this activity. 
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Mr. Jensen. If the gentleman will yield, 2 years this coming Octo- 
ber | was in West Berlin along with some other members of the com- 
mittee which was going around that part of the world to see what the 
other nations were doing with the money that we had been giving to 
our so-called friendly nations, and we v isited a great e xhibition in West 
Berlin. It reminded me of a State fair. All of the NATO countries 
had an exhibit there, including the United States, if you want to call 
‘tan exhibit. We had the largest building on the grounds. We went 
into that building and it was dark. We were led around by guides 
into 2 Moving-picture show, and that moving-picture show was about 
TVA. This was about 2 o’clock in the afternoon, and | think there 
were about 10 people looking at it. 

Then we were led out of that part of the building into another part 
of the building where there was a relief map, a flat map made of wax 
paper, showing the Tennessee Valley, showing the hills and the rivers 
and the dams ‘and the whole stor vy, and there was a man explaining all 
the things about the Tennessee Valley. That was all there was in our 
exhibit, while the other nations had very wonderful exhibits. The 
buildings were decorated, lighted, and their flags were flying over all 
of the buildings. We did not even have an American flag flying over 
our building. 1 asked why and the people in charge said, well th ey 
thought it best not to put on any show, since we were the big brother. 
But [ have often wondered who paid the bill to put on that TVA 
exhibit. I am wondering if that was part of your sales promotion 
program and the expenses of that exhibit were borne by TVA. 

Mr. WessmeNAUER. I am sure it was not borne out of the sales 
promotion expense. 

General Voce. I think the sales promotion is exactly as Mr. 
Wessenauer stated it; it has to do with promoting the sale of power 
in the Tennessee Valley, and these other things you are speaking of 
come under public relations. And there is no question that the 
Tennessee Valley Authority has been widely advertise d. We receive 
agreat many visits from foreign visitors during the year and it puts 
quite a burden upon us to take care of those people, to escort them to 
the projects, give them the necessary booklets, educate them in the 
work that is being done. 

[ have some figures here. This, I think, is just in Knoxville. In 
1951, TVA—— 

Mr. Je NSEN. General, the thing I want to find out is did TVA pay 
for sending that exhibit over there. 

Mr. WessENAUER. I do not believe so, sir. 

Mr. Waaner. I have no knowledge that we did. 

Mr. Jensen. I want to know for sure. 

Mr. Wagner. What year was it? 

Mr. Jensen. That was 2 years ago, in 1953. 

Mr. Rapaut. Suppose you look it up and supply the answer for the 
record. 

Mr. Jensen. Yes. 

(The requested information follows:) 

ae A did not participate in the preparation of an exhibit for » West Berlin 
‘air in 1953 or any other date. TVA has on several occasions cooperated with 
the United States International Information Administration of the Department 
i State, and the Department of Commerce, in the preparation of exhibits for 


‘play abroad. C ooperation in such cases has consisted of providing basic infor- 
lation requested by the other agencies, including data and photographs, which 
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they have used in preparing exhibits. Other than providing this material, TVA 
has made no financial contribution to the preparation, nor has it participated in 
the scheduling of exhibits displayed in foreign countries. 

Mr. Jensen. Now, then, another thing that struck us pretty much 
between the eyes was a big city in the State of Michigan had agreed 
to furnish a wonderful exhibit to that West Berlin affair and the people 
in charge over in Berlin, our people, had requested that the Michigay 
city be permitted to set up this exhibit, but they were told that they 
would take this TVA exhibit or nothing at all. Now I do not know 
that that TVA exhibit did us a lick of good in Berlin. If it did, | 
would like to know what it was. 

General Voce. It certainly stirred up a great deal of interest. 

Mr. JensEN. I want to know where that money came from to pay 
for the sending of that exhibit over there and everything connected 
with it; because surely the TVA must have paid for it. If they did 
not—TI see someone shaking his head over there, and I want to know 
for sure whether they did, or did not. 

Mr. Waaner. We will supply that, Mr. Jensen. 

Mr. Jensen. All right. 

Mr. Wacner. One of the things which may be illustrated by your 
statement is the very substantial interest on the part of foreign 
visitors in TVA, which General Vogel has mentioned. We have a 
great many of them referred to us by the State Department and, asa 
matter of fact, most of the visitors to the Tennessee Valley are 
arranged by others than TVA—the Department of Agriculture, the 
Department of Labor, the Department of State, the United States 
Information Service, the Governmental Affairs Institute, the American 
Council of Education, the Japanese Embassy, the Pakistan Embassy, 
6 universities and 11 other public and private organizations in the 
month of April this year sent us 470 visitors. 

Mr. JensEN. We know all that, but was it the purpose of that 
exhibit over there to help those friendly nations of ours all over the 
world to take a pattern after TVA and then have our taxpayers pay 
the bill? We have been paying a lot of it and we are paying for 
reclamation, irrigation, hydroelectric power dams, all over the world. 

Mr. Puiturrs. Maybe they were looking for future customers, 
Mr. Jensen. Mr. Swidler says they can carry the transmission lines s 
far as they want, just as long as they tie one end of them to the hydro- 
electric grid. Is not that right? 

Mr. Swivter. I do not believe I said exactly that, sir. 

General Voceu. I might say the TVA visitors alone cost us $30,000 
last year, which is quite an amount for visitors. 

Mr. Jensen. I am wondering if that is part of the expenditure that 
the taxpayers of America pay for. 

Mr. Puiurps. If I remember rightly, the TVA received favorable 
comment in the Yalta papers. Am I right? Were not you met- 
tioned in the Yalta papers? TI will try to look it up overnight and 
briong:the refercnce tomorrow morning. 

Mr. Jensen. Here we are a great Republic, founded on free and 
private initiative and private industry, and we publicize TVA all 
over the world, apparently, which in my mind does not square with 
our American plan. But it was the only exhibit there and not evel 
an American flag flying over the building. And that was the most 
disgraceful spectacle I ever saw. 
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Mr. Putuips. I do not want to disappoint you, but I saw even a 
more disgraceful one in Paris in 1935 at the International Exhibition 
over there which was held on beth sides of the Seine. We did not have 
anything until somebody sent over a few items from what must have 
been an exhibit used at a county fair, and then they borrowed some 
paintings and put them in a building with no flag, no care, and a 
broken window, and they stayed there for 2 years, because I was over 
there again in 1937. So I am afraid it is not only the TVA exhibits 
that are part of a poor sales promotion of our American way of life. 

General Voce. If you wish the information Mr. Wagner referred 
to, I will have a staff memorandum prepared which will give that 
to you. 

NAVIGATION EXPENDITURES AND TRAFFIC 


Mr. Puiturps. If we now have Berlin supplied with current, may I 
come back to navigation and ask if you will please bring up to date, 
Mr. Wagner, your figures on navigation on the river? This was in 
last year and the year before. What I am working out is the actual 
expenditures on navigation in 1954 which, according to the tabulation 
here, were $2,725,990 and in 1955 your estimate for the presently 
unfinished year is $2,827,000, and your request for 1956 is $2,548,000, 
which reflects approximately $1,400,000 depreciation, which is strictly 
a paper transaction. 

Now when you take the General Accounting Office report, you find 
by adding together all of the money spent on navigation in the area 
that $800,000 is spent by the Corps of Engineers, about $300,000 by 
the Coast Guard, about $300,000 by TVA, which is a total of about 
$1,350,000, and the 1948 GAO report, frem which I read, shows an 
estimated expense for that year for navigation operations by these 
three agencies, Engineers, Coast Guard and TVA, of $1,690,375. 
That is without interest, amortization, or any portion of the multiple- 
purpose reservoir operation and if those, plus the fixed cost is added, 
the total cost to the United States would be well over $8 million. 
Now in 1952, and I remember this—Mr. Clapp testified that in 1952 
the savings to the shipper was approximately $10 million. You 
testified this year it is $14 million. 

Mr. Waener. I gave the $14 million figure for 1954. 

Mr. Paiturps. There is reason to believe that estimate is somewhat 
open to question and I apply the same question to your testimony this 
year as to the saving of $14 million, as I applied to Mr. Clapp. What 
I want to know if I may, please, is the tonnage broken down into the 
Various categories and broken down geographically? 

For example, in the 1955 hearings last year, it was testified that the 
estimated Tennessee River traffic would be nearly 7 million in 1953. 
I think you repeated that today. Was that about right? 

Mr. Waanerr. Yes, sir. 

Mr. Puiturres. And that the ton-mileage is nearly 1 billion ton- 
miles. What I want to get is what portion of this tonnage was handled 
by the Kentucky Dam locks. Do you have that figure? 

Mr. Wacner. No, sir. 

Mr. Paiuuies. You can put it in the record. 

(The information requested is as follows:) 
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Estimated traffic on the Tennessee River, calendar year 1954 











Net tons Ton-miles 
TVA | Other TVA | Othe 

Aluminum. ; 7 : : opera 3,020 |_. | 1, 551.0% 
Asphalt seta 22, 385 julewedl 11, 033 33: 
Automotive vehicles -_........-- < ea - 42, 880 | | 15, 351, 04 
Chemical products 3 ag 39, 445 | 12, 501 385 
Clay- pcan aes a 44, 000 | 1, 390 wy 
NOE tes. 2k ess: ri | 3, 842, 885 | 972,110 | 428,970,500 | 198 236 ¢y 
RE Meee bee 38, 435 | _. 9, 954, 665 |__ 5 
Construction equipment. - 1, 250 305 454, 250 | 7. 43 
Ferroalloys_-- 51, 960 ; 6, 039, 79 
Fertilizer___ 12, 310 3, 188 94 
Forest products. 51, 765 ; 7,177, 
Grain and grain products-_-. ceue ene 367, 515 136, 756, 48 
Manganese ore | 3, 000 51 Oy 
Molasses 2 6, 510 4, 218, 4y 
Mussel shells. _- : 2, 500 142, 6 
Peanuts__. | 2, 390 s | R55, A 
Petroleum products 804, 165 | 372,154, 505 
Phosphate rock_.- 29, 165 ; 3, 937, 275 | ; 
Pig iron. 12, 855 | 4, 425, 4 
Pipe coating material. _- e 7 1, 350 213, 3 
Salt 42,700 ae 9, R80, yy 
Scrap, iron and steel____ SS 13, 110 \ 2, 754. 9 
Steel products-_.- ‘ 14, 330 162, 135 5, 205, 160 | 52, 369, 11 
Steel vessels, new _-- 6,195 | 1, 883, 
Ce eee ee eS) ee ae ee | 1, 864, 005 | _- 45, 468, 4 
Sulfur-. e 39, 305 a 18, 285, 995 
Zinc.... Sekine 4 1,000 323, 00 

Tetal.... fies 3, 926, 065 4, 568, 915 448, 521, 850 836, 260, 605 


Grand total___- nanan 8,494,980 | 1,284,782,455 
| | 


Mr. Puiuuirs. The reported figure you gave I think will include 
traffic at Paducah, which did not originate on the Tennessee River 
above Kentucky Dam. Am I right? 

Mr. Waener. It will include traffic between Paducah and the 
Kentucky lock. It does not include traffic at Paducah unless it 
moved on the Tennessee River; no, sir. 

Mr. Puruuips. It does not include traffic out of Paducah itself? 

Mr. Waaner. No, sir. Only traffic that would move on the Ten 
nessee River itself. 

Mr. Puiturps. It would include from Paducah down to the lock on 
the Tennessee. I think we want to confine it specifically to TVA 
navigation operations. Now limiting the tonnage to the traffic 
carried from above the Kentucky Dam lock, what was the tonnage or 
the ton-miles for each of the materials for 1953 sand and gravel, oil 
gasoline, coal, limestone, and the raw materials for chemical mant- 
facture. Then, if there is any other, you can group them or indicate 
what they are. 

I want to know what portion of each of the above items were for 
TVA operations (1) at its own power plants; (2) for TVA construction 
work; or (3) resulting from such operations as TVA fertilizer plants, 
and so forth. This is enlarging and bringing up to date the previous 
request. 

The next question is what portion of the sand and gravel tonnage 
included in the reported traffic is short-haul traffic from the dredging 
point to the shore processing plants essentially, by way of an aside, 
because that is not normally considered river traffic. That represents 
hauling that could be carried on without the TVA navigation facilities, 
as little across-the-river hauls. 
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Mr. Wacner. There is this difference, that the sand and gravel 
which moves now is able to move in larger and deeper draft barges 
and at lower cost than on the unimproved river; because the drafts 
available then were a foot and a half, 2 and 3 feet; whereas now there 
is 9 feet. So there is that difference. 

Mr. Puitures. I meant to ask whether with the large locks you 
would be able to increase the barge sizes. 

Mr. Waener. The barges that operate on the Tennessee River now 
are the same barges that operate on other rivers. It is true there are 
some barges operating on the Ohio and Mississippi Rivers which can- 
not go all the way up the Tennessee, that can go only as far as Wilson 
Dam. Some barges 300 feet long are in use and there may be some 
which are larger. 

Mr. Parties. Just to keep this in mind, the chairman suggests 
that I ask about the length of the locks; whether you would have to 
break up those barge tows. 

Mr. Waener. Most of the tows that come into the Tennessee River 
have to be broken up into separate units to go through most of the 
locks. Some can get through the Kentucky lock and the Pickwick 
lock, which are 600 feet; but, beyond that, almost every tow has to 
go through in segments. 

Mr. Putturps. General, you were with the Corps of Engineers. Is 
it customary for the Corps of Engineers in figuring river traffic to 
include what I call short haul across-the-river haul? 

General Voce. I do not think so. 

Mr. Puruurpes. I never knew it to be. 

Mr. Wacner. I imagine that sand and gravel traffic can be 
separately listed. It is included in the official statistics published by 


the Corps of Engineers and can be obtained from them. 

Mr. Putiitips. You can mention whether or not that is in your 
estimate. 

Mr. WaGner. Yes, sir. 


ESTIMATES OF TRANSPORTATION SAVINGS 


Mr. Putturps. The next question is, if the water carriers had to pay 
charges to cover interest on the investment and provide repayment of 
the cost allocated to navigation, as well as operation and maintenance 
costs borne by TVA, the Corps of Engineers and the Coast Guard, 
could they then compete ratewise with other common carriers? 

Is your comparison by which you say $14 million is an accurate 
comparison correct, or do you operate on what I in simple language 
call a subsidy in such a charge as I am talking about, together with 
the added handling and transfer costs of, say, this estimated potential 
benefit? 

Can you figure that out? 

Mr. Waaner. Mr. Phillips, the situation on the Tennessee in that 
respect is the same as it is on any river. 

Mr. Patiurps. Well, not all rivers have quite the situation as on 
the Tennessee, with someone waiting to pick up the check. 

_ Mr. Waener. There is no charge for the use of any of the federally 
improved waterways that I know of, aad in that respect, the situation 
03 the Tennessee is no different than it is anywhere else. 
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Mr. Puiwures. Yes, but in order to get a savings of $14 million 4 
these people, they paid someone something. Did the charges incly4, 
all of this such as the interest on the investment, the repayment ¢ 
the cost alone to navigation by TVA, operation and maintenance cog 
borne by the TVA, the Corps of Engineers, and the Coast Guard? 

Mr. Waener. The $14 million is the difference between what thoy 
paid to barge lines for shipping charges and for their terminal handlixy 
costs, as compared with the charges that they would have paid if they 
had used the next cheapest form of transportation. 

Mr. Putuuirs. Well, now, wait a minute. The barge companies 
who did they pay it out to? Did they figure their cost? Who did they 
pay the money to? If they did not pay it to TVA, who did they pay jt 
to? 

Mr. WaaGner. The shippers? 

Mr. Putuuirs. Yes. 

Mr. Wacner. The shippers paid the transportation cost to th 
barge lines, of course. 

Mr. Puiuures. Now, then, the barge lines, who did they pay sone. 
thing to? Anyone? 

Mr. Waaner. If you are asking me whether the barge lines pay fo: 
the cost of operating the waterway, and the fixed costs, they do not, 
except as they pay it in taxes. 

Mr. Puituirs. That is the answer, I imagine, but all of these thing 
that I am talking about are matters that are included in the cost of 
keeping the whole operation going. 





Let me put it this way: \ 
Are they paying the same proportion of the cost on the Tennesse I 
River that they would on any other river in the United States? esti 
Mr. Waaner. Well, surely. ( 
Mr. Ranavr. Off the record. i 
(Discussion off the record.) \ 
Mr. Puruurps. This is what I was getting at: you 
From an accounting standpoint, if the purported savings in the js” 
transportation costs to which you testified, Mr. Wagner, is about $14 i 


million, and if that is counted as benefits, why should not the actual 
or potential loss in business and net revenue to the railroads and other 
common carriers be debited as losses to the stockholders and the em- 
ployees of those companies? | 

I suppose it is because you are not making out their balance sheet. “ 

Mr. Waener. Mr. Phillips, I do not know that the other forms 0! J jo, 
transportation have been damaged by the waterway. We made some 9194 
analysis of that question a few years back to try to determine whether 
some of the railroads most competitive with the waterways had : 
poorer earnings picture than other railroads, and there was no evident? H py 
to that effect whatever. 

It is a fact that an industry which locates on a waterway 10 US B® sp 
water transportation usually generates other traffic for the rail and 7 
trucklines. Asan example of that, a paper mill, which recently located J in 
on the Hiwassee River in the Tennessee Valley, assembles a part o! MM fin 
its pulpwood by barge—and they are located on the waterway because & pr 
they wanted barge transportation—but they also assemble part of ' I of 
by truck, and they assemble part of it by rail, and the bulk of the J yj 
finished product goes out by rail. 
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Mr. Puiturps. Let us go into this matter for a second which Mr. 
Rabaut and I were discussing off the record: 

Here, you have the locks like the Soo locks, and the locks on the 
iver. That is something to keep river navigation going, but now here 
‘ou appear to be supplying to this paper mill a service, somehow, in 
‘our operations over and above that which is normal, and which is 
eneficial to a specific firm; is that right? 

Mr. WaGner. I do not believe so. 

General Vocren. There is a small coal tipple up the line, there. 

Mr. Ranaut. There is what? 

(ieneral Voce. A small coal loading point, but I do not know 
yhether they handle a great deal of coal out of there. 

Mr. WaGNnER. This channel on the Hiwassee River is a general 
navigation channel, and is marked by the Coast Guard, and not by 
the TVA. I believe General Vogel had referred to some of these 
shallow draft channels which do carry supplies of pulpwood. 

General Voce. That is what I was referring to. 

Mr. Waaner. They also carry ties, and other traffic. 


STUDY AND DEVELOPMENT OF RIVER TRANSPORTATION 


Mr. Puriirps. Let me ask you about your engineering, and trans- 
portation figures. 

What is the line item? I think it is navigation, engineering, trans- 
portation, and economics; is it not? 

Mr. WaGNner. What page is that on? 

Mr. Putuures. I do not have a page number; that is my trouble. 

In 1954 you received $249,838 and for the current year you have an 
estimate of $245,000, and for next year your estimate is $69,000. 

Can you identify it from that? 

Mr. Waaner. Yes, sir. 

Mr. Patturps. How much has been spent in that regard, and can 
you give me that figure, going back for a total of, say, 10 years, or 
something like that, and put it in the record? 

Mr. Waener. Yes, sir. 

(The information requested follows:) 


Expenditures for study and development of river transportation, fiscal years 1946 to 
1954, inclusive 

1945 $93, 669 $227, 500 

1946 206, 407 

1947 247, 667 

190, 684 | 195: 252, 606 

208, 787 | 19 249, 838 

Mr. Puiturrs. This is what I asked the general a moment ago; 
but I think it was answered down at your end of the table. 

If river navigation is such a wonderful thing, why is it necessary to 
spend hundreds of thousands of dollars trying to sell it to the public? 
_ Mr. Waaner. Mr. Phillips, we believe that the Federal investment 
in havigation ought to produce benefits to the public. Let me say, 
ist of all, that these amounts which you read are not all spent to 
promote the use of the river, as I believe was indicated earlier; some 
of the funds are for navigation and engineering studies in connection 
with the operation and improvement of the channel. 
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Mr. Puitures. Yes; but you keep on studying and studying gy) 
studying and studying, as the chairman pointed out during his j intern. 
gation, and you do not seem to have any terminal fac silities j in your 
investigations like you have on the river. 

Mr. Waaner. Mr. Phillips, we keep on operating the channel and 
the dams and reservoirs. 

Mr. Puiiures. Why do you not lease out all your terminal facilities 
and let those who lease them cs ury on all this extra and expensive 
work? 

Mr. Waaner. We do not have any terminal facilities. 

Mr. Puiuuies. None at all? 

Mr. Waaner. Except at our steam plants, where we unload oi 
own coal, and we still have a small coal-loading terminal, which jw 
have not yet been able to lease. 

Mr. Puruurres. I just wondered if you thought it was reasonable tj 
tax all the railroads and all the stockholders in order to go into con. 
petition with them. 

Why do you not lease these facilities out and let the barge companies 
do their investigations, and investigate their own lines? 

You know, over the vears I have been on this committee I neve 
really took any interest in this navigation end of it. This is the firs 
year in which I have gone into it, and I am beginning to find out some 
things about it. I think, General Vogel, this presents an excellent 
opportunity to save some money. 

General Voce. Well, sir, it may be. 

Mr. Waaner. If you are asking about leasing terminal faciliti 
we have none left to lease, except the one which I mentioned, and we 
do plan to lease that, if we are able. 

Regarding the purpose of these expenditures—and compared 1 
the investment in navigation of about $158 million, these expeniditers 
are very small—it is to see that the taxpayers whose money has been 
invested in the navigation improvements get the greatest possible 
benefit from them. 

General Vocri. I may be able to help Mr. Wagner’s case thier, 
sir, by showing vou a report on the so-called Barge Grain case whic) 
is significant to the Tennessee Valley and the Southeast, which i- 
volved a study made by the Tennessee Valley Authority in a court 
case entered into in order to help the river pay its returns on the 
dollar investment. 

Mr. Puiuuirs. That is the trouble, Mr. Chairman. Whenever | 
ask any question, someone hands me a book of about 30 or 40 pages, 
and I will have to take this home and read it tonight and try 
ascertain the answer. 

Now, let us proceed to consideration of the item of flood control. 


I have | or 2 questions which I would like to reserve, if I may, because 


they are about specific costs per item, and I would ‘like to take them 
up altogether, which, I believe, will save the time of the committee. 
Mr. Rasavut. Off the record. 
(Discussion off the record.) 
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USE OF ELECTRICITY FOR HOUSE HEATING 


Mr. Pumiuips. Mr. Chairman, I have a compilation of the estimated 
onthly use of TVA energy for house heating in fiscal years 1953 and 
954 which I would like to have placed into the record. 

This compilation was supplied to Mr. Taber by the TVA on his 
quest, and it gives the information on this subject, month by month, 
fiscal years 1953 and 1954, and it reflects an increase between 1953 
nd 1954 of a jump from 883 million kilowatt-hours, to 1.1 billion 
ilowatt-hours. 

Mr. Ranaut. Without objection, the compilation will be placed 
ito the record at this point. 

The compilation referred to follows:) 


stimaled monthly use of TVA energy for house heating in fiscal years 1958 and 1954 


[Millions of kilowatt-hours} 


Fiscal year Fiscal yea 
1953 1054 


9 


i) 
164 


yo 
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Estimated diversified demand for house heating 
Kilow atts 
épproaimate) 


iscal year 19538__- ‘ 550, 000 
iscal year 1954__ _- ; 700, WOO 


Note.—The demand and energy use for house heating in the fiscal year 1953 were somewhat lower than 
y would have been with normal weather. The weather in fiscal year 1954 was not far trom normal 


Mr. Puruures. Here is the point which I am making: 

In 1953, approximately 550,000 kilowatts, on an estimated basis, 
ere used for house heating, and in 1954, that had jumped to 700,000 
llowatts, which is, among other things, more than the entire amount 
{ power which we are talking about at the new Mississippi Valley 
benerating Co. plant where we are only taking about 600,000 kilo- 
atts. Here we are using 700,000 kilowatts in the Tennessee Valley 
ist to heat houses. 

Mr. Rapaut. Mr. Phillips, I think I shall let you keep right on 
ving this afternoon because that shows to me that there is an awful 
bt of electrical appliances which have been sold in this area in order to 
se all of this electricity, and that means business in other parts of the 
puntry, 

Mr. Puiuures. Yes, sir. 

Mr, Rapaut. That is where I get a little benefit out of TVA. 

Mr. Paiuurps. Yes; you get a benefit out of it. 

Mr. Rasaut. I do not know if we make many electrical appliances 
ke that in Detroit, but if we do, I know we get our share of it. 

Mr. Poinuirs. You had better find out what price the TVA pur- 
hasing ageney is paying for them. 

Mr. WeEsSENAUER. As a matter of fact, Mr. Rabaut, many of the 
ectrical heaters are made in California. 

Discussion off the record.) 
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POWER FOR LOCK OPERATION 


Mr. Paruuips. Previously, you had referred to an $8,000 item gs 
power for the lock operation. i 
That is purely a bookkeeping item; is it not? You supply the 
power to the Corps of Engineers, and the Corps of Engineers uses jt 
on the locks and when you say you want in the appropriation $8 09 
you mean you want a bookkeeping transaction. | 

Mr. Rapavt. It comes out of their own money. 

Mr. WessEeNaAveERr. In order to keep the bookkeeping straight, we 
charge the navigation operation for power used at the locks, and the 
revenue received is reflected in the power operation. 

Mr. Rasavut. The point which Mr. Phillips has raised is that jt 
does not come out of the new appropriation. 

Mr. Puiuurrs. That is correct. 

Mr. WeEssENAUER. It does come out of the appropriation, sir. 

Mr. Rasaut. It comes out of an appropriation? 

Mr. WessENAUER. Yes; because we are expected to keep a strict 
accounting of our power operations, we must show the revenues we 
receive, and secure payment for all power service. 

We ought to be entitled to credit such an amount as if it were a 
payment into the Treasury, if we do not get the cash through an 
appropriation for navigation. 

Mr. Raspavur. Yes. You put the revenues back into the Treasury; 
is that right? 

Mr. WessENAUER. We actually make a cash payment back into 
the Treasury. I referred to that this morning when I said we have 
budgeted $59 million for that purpose. 

Mr. Rapavut. Coming back to this $8,000 item, I thought that 
came out of your own operating funds, or the money which you 
earned, but that is an out and out appropriation? 

Mr. WessENAUFR. We charge everyone for the power which they 
use. In other words, this power, is in effect sold to the navigation 
program. They pay us $8,000 in cash, and that comes in with all 
other revenues from the sale of power. 

Mr. Rapaut. And then you put that into the Treasury? 

Mr. WESSENAUER. Yes, sir; we put that into the Treasury 1 
accordance with schedules which have been worked out for the 
operation of the power program. 

Mr. Rasavut. Then, you ask for a new amount in the budget to 
cover that amount? 

Mr. WessENAUER. Yes, sir; that is right. 

Mr. Razavi. Let us finish with this item tonight, because tomorrow 
we will start on fertilizer. 

Mr. JENSEN. I have some questions regarding that. 

Mr. Razavut. The fertilizer portion of the program will come after 
we have a general statement from Mr. Curtis. 

Mr. Putuuies. If you are going to close the hearings for today, and 
then proceed to the consideration of the fertilizer program tomorrow, 
Mr. Chairman, I have several questions which I would like to ask. 

Mr. Rapzavt. All right. 

Mr. Puitures. Gentlemen, these are questions which you can figutt 
out, and can place the answers in the record for me. 
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FLOOD CONTROL COSTS 


The actual flood-control allocation for 1954 was $2,435,465. That 
nereased in 1955, on an estimate, to $2,556,000, and your request for 
ext vear is $2,485,000. That includes each year about $900,000, or 
little more, for depreciation, which is again a bookkeeping charge. 

Earlier this morning I covered the matter of the amount of pro- 
luctive land and so has Mr. Jensen, which has been put out of pro- 
luction by the flood control program, and I think it figured up to 
bout 464,000 acres, of which testimony has shown that only about 
0,000 of those acres could possibly have been subject to floods in 
(i) years. 

Of the total investment which is allocated to flood control, what 
vould the annual cost be at 2.5 percent interest, amortizing the invest- 
nent in 50 years, and what would all the operation and maintenance 
wd administrative costs be relating to flood control? 

(The information requested is as follows:) 

Current depreciation provisions assume a composite useful life of 84 years for 
TVA flood-control facilities. Assuming depreciation on a straight-line basis for 
{ years with interest at 2.5 percent on the undepreciated investment, the average 
nnual cost for interest and depreciation would be $4.5 million. The operating, 


maintenance, and administrative costs relating to flood control now average $1.3 
nillion per annum. 


ACREAGE FLOODED BY RESERVOIRS 


Mr. Putturps. Have you estimated the total acreage of land which 
as been taken by TVA for its multipurpose project developments? 
Of the acreage taken, how much is below the normal flood-control 
bool level? Do you know if any of it is? 

Mr. WesseNAUER. I think Mr. Wagner gave some of those figures 
arlier. 

Mr. Patiurps. Did you give figures on that? 

Mr. Wacnrer. The acreage below the summer pool level is 464,000 
cres. I think that is the figure which was given. 

Mr. Purtires. That is the figure which I] was using, which is the 
tal figure. Then, my figure is not sufficiently high for a total figure. 
Mr. Wacner. Are you speaking about all the land taken out of 
ultivation or use by the flood-control projects? 

Mr. Potuuips. Yes. 

Mr. Wagner. That would be the amount below the full pool Jevel, 
ould it not? It seems to me it would be the figure which you gave. 
Mr. Patties. I would like to have the total acreage which is 
hundated. You figure that out for me so I can get the information 
hto the record. 

(The information requested is as follows:) 

The area of land flooded, exclusive of original riverbeds, by TVA reservoirs at 


ill pool elevations now totals 483,356 acres, of which 467,268 acres is in reservoirs 
eated by TV A-built dams. 


Mr. Patties. Of the land permanently inundated, or otherwise 
tken out of production, what acreage was productive farmland, 
hich includes the land subject to periodic overflows, but normally 
rmed? 


he information requested is as follows:) 
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Approximately 300,000 acres of what was farmland is flooded by reservoirs y 
full pool elevations. 


Mr. Puicuirs. What was the average annual crop value on the Janis 
taken out of production by TVA action? . 

I think you have a study on that. 

(The information requested is as follows:) 


The value of agricultural production on the land flooded by TV A-built reseryoizs 
at full pool elevations at the time of TVA purchase amounted to about $8 milligy 
annually. However, much more than land enters into agricultural productioy— 
the farmer also requires machinery, seed, fertilizer, livestock, management, an4 
labor. None of these is lost by reason of construction of the reservoirs. Thy 
actual decline in farm income, therefore, amounts to no more than the rent) 
value of the land (perhaps $1 million per annum) for which the owners were cop. 
pensated in the purchase price. 














Mr. Puiiures. What is the acreage of lands now held by TY\MB> 
above the normal flood line of the TVA reservoirs? That more of’ 
less fits into the one which I was talking about earlier. ‘ 

(The information requested is as follows:) k 

The area of reservoir lands owned in fee or governed by easements as of June ; 
30, 1954, above full pool elevations was: x 

| ca  sduiaiaameneas Single 
otal Toler volrs purpose p 
| TeServoirs a 
Sr Tt wr a 

Acres Acres Acres 
Wot tlie: fsissil cj eiearcnavecs<] Gtthnhivdendinseetn 304, 556 296, 601 ci) 
Easements.--------- cea Gouteuakodinieunsetasinais ikearan 144, 167 142, 220 10 A 
OS OAE RS SUN eV ee rae | 448, 723 438, 821 7 
Sees eee > 7 iW 7ite WY Fol wt ds 
TVA LAND ABOVE THE RESERVOIRS ; 


Mr. Puruures. What present use is made of TVA lands above thei ». 
normal flood pool level? Can you give me the acreage by category ki 
of the use of it?) Do you have a study on that? 


Mr. Waaner. I do not know that we have it in that detail. m 
Mr. Patuuips. See what you can do on it. th 
(The information requested is as follows:) ex 


As of June 30, 1954, about 3,500 separate agreements for use of TVA land in 
were in force, covering uses compatible with the purposes for which the lands arg to 
held. Over 650 of the agreements cover some form of recreation use of reservoll \ 
shorelines by Federal, State and local agencies, and by private groups and ind: y- 
viduals. Approximately 50,000 acres were licensed to some 1,800 farmers ‘0 
agricultural use in fiscal year 1954. Sales of timber products in 1954 includelji M 
4,850,000 board feet of sawtimber, 1,595 cords of pulpwood, 206,382 linear feel yp; 
of posts and poles, and 790 Christmas trees. 


Mr. Puivurres. What is the annual administrative and other cost 
of handling these lands, and what revenue, if any, is received from 
them? 

(The information requested is as follows:) 4 

The total cost of administering these lands in 1954 was $588,129, including am Plc 
al! direct and indirect expenses relating to this activity. an 


Revenues from lands rentals, licenses, timber sales, etc., totaled $247,347 RE mo 
1954. 
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BENEFITS FROM THE RESERVOIRS 


Mr. Pariurps. What average annual dollar value of flood-control 
benefit to the Tennessee Valley is claimed by the TVA system and 
operations? 

(The information requested is as follows:) 


The estimated average benefits of the TVA flood-control system are more than 
$11 million per annum. 


Mr. Puttires. What Tennessee Valley area is supposed to be 
protected from floods, and what is the basis for estimating the benefits 
toit? 

(The information requested is as follows:) 

The TVA system provides protection for substantial areas in urban centers 
such as Chattanooga, Kingsport, and Elizabethton, all of which experienced severe 
floods prior to construction of TVA dams. 

Along the river channels lying downstream from tributary multiple-purpose 
dams or systems of dams, damage from floods as high as the maximum presently 
known has been eliminated completely. This damage has been prevented on 
58,000 acres, most of which is agricultural and grazing land; at bridges: at other 
communication facilities and drainage structures; and at communities. Along 
the bottomland in the upper reaches of main river reservoirs the depth and 
frequency of floods on 374,000 acres of land have been substantially reduced. 

Reduction of flood heights on the lower Ohio and Mississippi Rivers made 
possible by the TVA flood-control system provide security from floods to 6 million 
acres of productive land and reduce the frequency of flooding on an additional 
4 million acres, 

The damage averted at Chattanooga ($53 million) and on the lower Ohio and 
Mississippi Rivers ($6,500,000) were computed from studies of damages averted 
but which would have occurred if flood heights had not been reduced by the TVA 
flood-control system. 

The average annual benefits of the TVA flood-control system are based on 
damages which would have resulted in past floods without regulation by the 
TVA system. The extent of these damages is based on the rural and urban 
developments existing in 1948 taking into account data collected in detailed 
surveys of properties affected. The total estimated average benefits of $11 million 
per year also include an estimate of increased land values along the Mississippi 
River due to reductions of flood hazards by operation of the TVA system. 

Mr. Rasaut. I would like for you to add to those questions the 
matter of the dollar value in regard to this area which is inundated, 
the value of facilities which it makes available to the Nation, as for 
example the item of the boats which was mentioned this afternoon 
in the amount of $10 million, and any other benefits which have come 
to the area, and, indirectly, the production of those facilities to the 
Nation. 

I think that should be added to the questions which were asked by 
Mr. Phillips. I realize my request is quite difficult, but you perhaps 
may be able to touch on those subjects. 

For instance, there must be some business created as a result of 
this operation. 

Mr. Waaner. We may be able to give you some examples, Mr. 
Chairman, but I do not know how complete an analysis we can make. 

Mr. Rasavt. It will be very difficult, but it is not a one-sided 
picture, | would not think. There is $10 million worth of boats alone 
and that is only for the inboard boats, where they have these attached 
motors. 

Mr. Puitups. Off the record. 

(Discussion off the record.) 
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Mr. Rasavut. Another thing: This heater business should go jnty 
that, and the electrical appliances business should be attached to this 
That is a big thing; not to mention the facilities which it becanp 
necessary to construct in order to build the TVA facilities, such as the 
large motors and generators, and transformers, and on top of that, the 
tremendous amount of labor which was furnished in the area, as well 
as the enhanced value of the land, and I could go on and on. 

(The information requested is as follows:) 


The value of recreation facilities and equipment on the TVA lakes is estimated 
at $47,800,000. Since 1947, when facilities and equipment were valued q 
$12,800,000, there has been an average yearly increase of over $5 million. Mos 
of this investment is by private owners. Gross income to commercial recreation 
operations on lake frontage property totaled an estimated $5,900,000 in 1954, 
220 percent increase over 1947. 

At the end of 1954, there were more than 31,200 recreation boats valued at more 
than $12,600,000 in use on TVA lakes. Most of the boats—inboards, outboards, 
and other craft—are manufactured outside the valley region, with a concentration 
in the Midwest especially Michigan and Wisconsin. 

Reports from appliance distributors show more than $1.5 billion worth of 
electrical appliances were purchased by area residents in calendar years 1946 
through 1954. Most of the appliances—electric ranges, water heaters, refriger. 
ators, space heaters, smaller household equipment—were manufactured elsewhere, 
mainly in the Midwest and northeastern sections of the country. 

Expansion of primary aluminum capacity and aluminum rolling and drawing 
capacity has brought an estimated investment in capital equipment of more thay 
$90 million. Of this, more than 40 percent—$38 million—was purchased in the 
Fast North Central States—Ohio, Indiana, Illinois, Michigan, Wisconsin—and a 
third in the Middle Atlantic States—-New York, Pennsylvania, and New Jersey. 
Six to seven percent was purchased in the New England and West North Central 
regions, respectively. 

At Calvert City, Ky., investment in half a dozen plants is about $90 million, 
These plants required equipment manufactured in other sections of the country— 
refractory materials from the Ohio and upper Mississippi Basins, stainless steel 
from Pennsylvania, pipe, fittings, conveyors, loaders, motors, other electrical 
equipment, steam-producing equipment, and soon. Most of this is manufactured 
in the industrial sections of the North and East. 

A single large plant which uses TV A power and water supplies from the Tennes 
see River and which spent more than $17 million for equipment made purchases 
of $13 million in New England, $4 million in the Midwest, and about $2.5 million 
in the Southern States. 

Since 1946, nine new fertilizer plants have been or are being constructed in the 
Tennessee Valley. Much of their equipment—mixers, conveyors, loaders, bags, 
etc.—is purchased outside the Tennessee Valley, mostly in the North and East. 

Since 1946, the municipal and cooperative electric systems which distribute 
TVA power have expended about $250 million for construction and operating 
materials and equipment, the bulk of it manufactured outside of the Tennessee 
Valley area. 


FERTILIZER PROGRAM 


Mr. Rasavut. At this time, we shall hear from Dr. Curtis, and he 
will introduce the subject which we are going to take up tomorrow, 
and give us a little explanation about the fertilizer program. 

Then, I would ask permission of the committee for him to be able 
to extend his remarks in the record. 

Dr. Curtis, we recognize you as an authority on the subject, and we 
will be very pleased to hear from you at this time. 

Dr. Curtis. Mr. Chairman, the operator of our chemical enginetr- 
ing facilities at Wilson Dam is here, and I would expect him to preset! 
the details of the budget. What I would like to do this afternoon is (0 
take a few minutes to tell you about this fertilizer program in TVA 

What we are trying to do, and what we think we have done, 
what I would like to tell you. 
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If vou read the TVA Act, you will see right away that the fertilizer 
part of the act is obviously written with the idea of benefiting the 
farmers of the country, not of the valley, but of the whole country. 

The TVA Board was authorized to use the two old nitrate plants 
down in Alabama, to enlarge those plants, to build new plants, and 
to carry on the experimental work in connection with fertilizers, and 
io manufacture fertilizers on any scale they might consider necessary 
to earry out the stated intentions in the act. 

The products that were made could be given away or could be sold. 

In other words, the Congress wanted the job for agriculture done, 
and they allowed the Board to have large discretion in how they did it. 

The TVA Board looked at the provisions of the act, and they 
looked at the fertilizer industry. The fertilizer industry is a very 
large industry. At present, it makes about 23 million tons of fertilizer 
every year. At that time it was making several million tons. 

The Board realized that if we were going to affect the price of 
fertilizer by operations of TVA, we would have to produce a very large 
quantity of fertilizer. The Board did not want to go into the manu- 
facture of fertilizer on a large scale. So they sought other means of 
carrying out the intent and purpose of the act. 

It seemed to the Board that, rather than going into large-scale 
manufacturing and trying to affect the price by direct competition, 
it would be far wiser and in the long run better, for the TVA to carry 
out experimental programs, develop new and better fertilizers, and to 
manufacture those fertilizers on a relatively small scale. This work 
was to be supplemented by launching an educational program among 
the farmers, so that they would use the new and better fertilizers. 

At that time, or at the beginning of the TVA, our research labora- 
tories had no time to develop new and improved fertilizers. So we 
decided to start our educational program with concentrated super- 
phosphate. That is a material which was known to industry at that 
time. They had been making about 70,000 tons a year, but they 
had never been able to sell it to the farmers. They used it in their 
own internal operations in making their own mixtures, but they had 
not been able to sell it except in mixtures. 

Why? Not because of the price. At the time TVA was organized, 
for example, it was possible for any group of farmers in the Knoxville 
area to buy a carload of concentrated superphosphate fertilizer from 
the old International outfit in middle Tennessee, and deliver that 
fertilizer at their farms at a cheaper price than they could buy the 
corresponding amount of a plant nutrient in low analysis material at 
a fertilizer plant in Knoxville. So, it was not the price. The trouble 
was, and the reason that the fertilizer industry had not been able to 
sell concentrated superphosphate, even though it was to the advantage 
of the farmers to buy it, was because the farmer at that time didn’t 
know very much about fertilizer. 

lhe farmers did not know as much as they do today. The farmers 
at that time bought the fertilizer pretty largely based upon the size of 
the bag, and how badly it smelled, and the fertilizer industry, natur- 
ully, set out to give the farmer what he wanted. 

In order to make the bag big they rounded up peanut shells and 
anything else handy and made the bag big. They would put some- 
thing in it to make it smell bad and make the bag large. This rubbish 
put in fertilizer at that time cost the farmers millions of dollars. 
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The TVA thought its first job would be to educate the farmers jy 
use concentrated superphosphate which they should be using to thejp 
own advantage. 


DEFENSE VALUE OF FERTILIZER PLANT 


We went into the manufacture of concentrated superphosphate in g 
small way. We built two small electric furnaces. We didn’t use the 
process industry was using because we wanted to restore the defense 
value of those nitrate plants down there. 

When we go by the electric furnace route we manufacture elemental 
phosphorous, and that is ammunition of war. 

It is a fortunate decision that was made to use the electric furnace 
method because from that day to this the Army has fallen back on us 
whenever they want phosphorous. 

Ordinarily the Army asks industry to bid. If industry happens to 
have plenty of phosphorous they will bid. If they don’t have it 
they don’t bid, and the Army comes to us. 

During World War II we had to supply 60 percent of the Army's 
phorphorous. We have been criticized for doing that but we supplied 
it because industry didn’t want to. It was proper for us to supply 
the Army with the phosphorous they needed. 

When phosphorous was scarce and on allocation we had to agree 
to supply 50 percent of the Army’s demands. 

During the Korean war industry agaia didn’t want the business, 
so for nearly a year we had to supply 100 percent of it, and from that 
day to this, whenever the Army can’t buy phosphorous on the open 
market, they come to TVA and we supply it. 


FERTILIZER EDUCATIONAL PROGRAM 


In order to get the educational program launched, the agricultural 
people of TVA devised what we call the test demonstration farm. 
Some of you have seen those farms. 

I believe it was one of the best educational programs for that 
purpose that ever has been developed. 

In the course of time, over the years, the farmers began to demand 
concentrated superphosphate. I went personally to the fertilizer 
people manufacturing fertilizers and urged them to get ready to meet 
this demand because TVA did not want to enlarge its operations. 

In the course of time industry built factories to meet this demand 
and today, instead of 70,000 tons, they are producing about 1 million 
tons of concentrated superphosphate in plants located over the cout- 
try, and TVA’s job in that line is done and we are getting out of the 
way and letting industry take over. 

That pattern of developing these fertilizers, educating the farmers 
to use them, and developing the demand and then getting out of the 
way and letting industry come in has been followed ever since TVA 
was set up. 

Well, within a short time our laboratories came through with new 
and better fertilizers. We carried them through. The pilot-plant 
stage was over and in some cases we got into small-scale manufactu! 
ing and our agricultural people introduced that to industry to fill the 
demand. 
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During World War II we built an ammonia plant for the Army, one 
about a dozen plants the Army built. It became evident that TVA 
vould have a great deal of ammonium nitrate which when the military 
need no longer existed, would for the first time be available to agricul- 
ure in large quantities. So the TVA set out to find out how to con- 
lition that material for use in agriculture. Then we put it into our 
lemonstration program and got the farmers familiar with it and helped 
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se the 0 create the market for ammonium nitrate. Today ammonium 
fons @mitrate is the chief nitrogen fertilizer used in the country. 






That has been the general program we have followed down there. 

It has been to develop these new fertilizers, test them out in the experi- 

ment stations, get them out into the hands of the farmers, create a 

market, and then get out of the way as soon as industry takes over. 
Our most recent effort in that line is diammonium phosphate. We 

plan in the next few years to put that material through the same sort 

of a program as we followed with the other materials. As soon-as 

industry takes hold we are then through that job. 

That, I believe, Mr. Chairman is all I have to say. 

Mr. Wagner suggests that I should add that everything, all the 
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plied JMeiformation we develop at the Shoals, is made available to industry. 
ipply We have every month dozens of visitors from industry, they are there 







nearly all the time. We give them all the information we have, our 
technical reports, give them our drawings. We have about 100 
patents. They can have those patents without charge. 

So we think we are a very good friend of the fertilizer industry 
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that fe ttough they don’t always agree with us. 
open Mr. Rasaut. We appreciate your statement. 
| was glad to have your statement tonight because it gives us an 
opportunity to go into the budget items tomorrow. 
[ want to say we will try to wind up on this so we can get into atomic 
energy tomorrow afternoon. 
tural The committee will now adjourn until tomorrow at 10 o’clock. 
arm. 
that Wepnespay, May 25, 1955. 
— FERTILIZER AND Munitions DEVELOPMENT PROGRAM 
ilizer 
meet Mr. Ranaut. The committee will come to order. 
iS. This morning we will take up the fertilizer and munitions develop- 
rand J ment program ‘of the TVA. 
lion First insert page 58 in the record. 
oul (The page referred to is as follows:) 
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SCHEDULE B-3. 
June 30, 


Fertilizer and munitions development 
1954, 1955, and 1956) 





(for fiscal years end 














ee ™ s 
|} 1954 actual | 1955 estimate 1956 esti» 
Income: 

Sales of fertilizer: I 
Federal agencies. - $323, 671 | $935, 000 $035, op Ss 
Cooperatives and other distributors 19, 435, 450 21, 016, 000 19, 43) ty or 

Total sales of fertilizer - 19, 759, 121 21, 951, 000 20, 365. 09 and 

Sales of byproducts and recovery of other produce tion and Vo 

distribution expense - : 552, 916 490, 000 ” ha 

Total income from fertilizer production and distribu- | it 
tion_-. 7 ; : 20, 312, 037 22, 441, 000 0), 836. 

Income from par tial payment pk in 146, 543 197, 000 O18 i 

Other income. 5, 865 10, 000 i 
Total income- --- 20, 464, 445 22, 648, 000 21, 102.0 hk 

— = > — = = = Q5, 
Expenses: & 

Research on products and processes (appropriated funds) 1, 253, 750 1, 286, 000 1, 38.00 ill 

tor 

Basic agronomic research (appropriated funds) 223, 488 268, 000 204) 

Production and distribution (corporate funds): 

Cost of products including depreciation 17, 150, 618 18, 082, 000 15, 334, 
Odor Oxpentesss ccs < 56. -6---~~ i 572, 120 | 1, 315, 000 636, 0 
Gross cost of production and distribution 17, 722, 738 19, 297, 000 16, 471 

Less products transferred: 
Transferred to farm test-demonstrations below 428, 521 590, 000 481. 0 
Transferred to other TVA programs. - - 56, 233 | 33, 000 $3, i 
Less depreciation included above. -- 1, 133, 618 | 1, 540, 000 RO, AY 
‘Total direct cost of production and distribution 16, 104, 366 17, 234, 000 15, 052, 0 

Farm test-demonstrations: f a 
Planning and supervision (appropriated funds) - 384, 593 | 419, 000 48, 
Fertilizer used: 

Appropriated funds sides 281, 978 393, 000 288, Of 

Corporate funds............... | 146, 543 | 197, 000 18,00 

Total farm test-demonstrations 813, 114 1, 009, 000 820, 00 
Total direct expense: " io [ 

Appropriated funds 2, 143, 809 2, 366, 000 2, 150, OM 
Corporate funds. -- 16, 250,909 | 17, 431, 000 15, 268, (0 a 
Sl tate 18,394,718 19,797,000 17,1800 
Distribution of administrative and general expenses : 
(schedule B-5)-_...........-.- : 392, 437 443, 000 4435, 00 ‘ 
ver 
Total expenses before depreciation. - 18, 787, 155 20, 240, 000 7, 883, 0 mn 
Depreciation on chemical facilities. __- 1, 185, 150 1, 592, 000 of, (NF ' 
TOU IOI:. 5... Face eee as 19, 972, 305 21, 832, 000 18, 829, vil] 

Net income from fertilizer and munitions development 492, 140 816, 000 2, 273, 00 
Ol 
7 7 —e —— ee = — oly 
RESEARCH ON FERTILIZER PrRopUcTS AND PRrocrssEs ($1,238,000) dy 
The three usual steps in the technological development of new fertilizers ar ta 
(1) small-scale or laboratory research; (2) process development or pilot-platt n 
experimentation; and (3) demonstration-scale plant operation. The first pre 
steps are described below, while the third step is budgeted under ‘Fertilizer ' 
production and distribution.” ro) 

TVA actively encourages industry to make use of promising research restis ro 

Its laboratories and plants are visited frequently by representatives of fertilizer jor 
and allied companies who observe the work being done and study technical dass! 





obtained by TVA. Firms wanting to adopt patented TVA processes may obtall 
royalty-free, nonexclusive licenses. About 60 licenses have already been iss’ 
to use TVA processes or to manufacture TV A-developed equipment. Other \ 
firms have requested licenses. Information on TVA research results is also mae 
available through publications, technical journals, TVA reports, answers | 
letters of inquiry, and the lending of designs and other technical data. : 

Cooperative working relationships with the United States Department "B), 
Agriculture and the National Fertilizer Association provide for exchange "9m, 
information and coordination of research. Research of interest to the AEC SH"! 
coordinated with that agency. 
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SMALL-SCALE RESEARCH 


Small-scale research includes (1) observation, collection, and organization of 
acts to provide a foundation for subsequent research; (2) exploratory tests of 
yroposed processes and techniques to determine whether the proposals warrant 
urther research; and (3) applied research to devise new or improved products, 
srocesses, or techniques. 

Studies of the fundamental properties of calcium phosphates and associated 
ompounds are yielding valuable background information for development of new 
ind improved fertilizer processes. These long-range studies will be continued. 
Vork will be continued on long-term studies of the chemical behavior of phos- 
spate fertilizer in the soil. The chemical changes that take place in the soil bear 
ritically upon the efficiency of the movement of phosphate from fertilizer to 
ant tissue. Basie information from this laboratory work should aid the develop- 
nent of more effective fertilizers. Research on recovery in commercially useful 
orms of byproduct fluorine from the processing of phosphate will be continued. 

i:xploratory research on combination fertilizers will be continued at about the 

955 level. A study of the reactions between phosphoric oxide and ammonia 
ill be continued with the object of obtaining products that are more stable in 
torage and are more effective fertilizers than present products. 


PROCESS DEVELOPMENT 


Process development consists of (1) technical and economic evaluation of 
mall-seale research results; (2) development of the unit operations necessary to 
lefine a process and obtain data for a pilot plant; (3) design, construction, and 
peration of pilot plants; (4) improvement of design features and operating pro- 
edures of demonstration-seale plants; and (5) engineering and economic studies 
lirected toward adoption of processes by private industry. 

In ecoperation with AiiC, TVA is conducting pilot-plant studies of a process 
or using a Florida high-alumina phosphate ore now discarded to recover P.O, in 
i form suitable for fertilizer use and to recover uranium. Small-scale research 
vas begun in 1952. Data from pilot-plant studies will permit a more reliable 
conomie evaluation of the process and will be available for design of plant-scale 
inits, subject to any security restrictions that AEC may deem necessary. AC 
as stated that the development holds promise of attaining major importance in 
ts uranium procurement program, 

lnereased emphasis will be given to the recovery of nitrogen from nitric acid 
lant tail gases. Work on the recovery of sulfuric acid from byproduct calcium 
ilfate and on the production of dicaleium phosphate from rock phosphate and 
hosphorie acid will continue. 

Studies of methods for using calcium metaphosphate in fertilizer mixtures which 
vere started in 1955 will be continued. Investigations will be carried out for the 
mprovemment of manufacturing processes employed in fertilizer mixing plants. 
‘he National Fertilizer Association is interested in these latter investigations and 
vill be kept informed of progress made. 

Work will be continued on the development of a process for production of 
olassium-caleium phosphate fertilizer—a potential effective source of slowly 
oluble potash and phosphorous pentoxide. An investigation of the production 
ial ammonium phosphate-nitrate fertilizer will be continued. This is a promis- 
ng product. It is about the highest analysis nitrogen-phosphorus combination 
hat can be obtained economically by present technology. The phosphate in this 
~ombination being water soluble will likely make it more effective than less soluble 
orms in present mixtures. 

Work will continue on development of processes and methods for using high 
roportions of nitrogen solutions, including ammonium nitrate solutions, for the 
roduction of high-analysis fertilizers of improved physical properties. The 
Work is being done cooperatively with USDA, small-scale work being done by 
SDA and pilot-plant studies by TVA. This project is of special interest to the 
ational Fertilizer Association. A panel of technical advisers formed by NFA 
neets With the TVA technical staff to discuss the work at appropriate intervals. 


Mr. Ranavr. How is this program financed? What part is appro- 
mated funds and what part is corporate funds? 

Mr. WaGner. The program is financed partly by the revenues from 
he fertilizer and chemical materials that we sell and partly from 
ippropriated funds. The direct expense of the program is financed 
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$15,268,000 from corporate funds and $2,150,000 from appropriated 
funds. 

Mr. Rasaut. What revenues do you receive? 

Mr. Waaner. The total income from plant operation is $21,102 .()99 

Mr. Rasavr. It looks as though this is a moneymaking activity. | 

Mr. Wacner. As Dr. Curtis said yesterday, this is basically , 
research and educational program. It is true, however, that at the 
present time the revenues from the sale of materials are sufficient to 
cover all operating costs, including depreciation on the plant, the cos; 
of our research and the cost of our demonstration work, and stil) 
leave an amount in addition to that available for return to the 
Treasury. 

FERTILIZER RESEARCH 


Mr. Rapavr. If you will turn to page 60, we will take up research 
and fertilizer products and processes. 

You have an amount there of $1,238,000. What results have come 
from this program and what new sources are you working on? 

Mr. Wacner. Mr. Young, Mr. Chairman, who is our manager of 
chemical engineering, is here. I would like to ask him to respond to 
that. 

Mr. Rasaut. We will be pleased to hear from Mr. Young at this 
time. 

How long have you been with the Agency, Mr. Young? 

Mr. Youne. Since 1933. 

Mr. Rapavt. You are manager of the chemical engineering plant? 

Mr. Youne. Yes. 

There are three steps, Mr. Chairman, that are taken in our work at 
the fertilizer plant with respect to the research work. The first step 
is out small-scale research work which we do in the laboratories, where 
new ideas are tried out. Those which show promise are passed on to 
our process development group. They explore the possibilities of the 
process, determine whether or not it is a feasible new process. 

The first two steps I just mentioned are the steps covered under the 
appropriation heading about which we are now talking. 

The third step is the demonstration scale plant operations. The 
work which we do in the laboratories and the work which we do in 
our pilot plant, and our large-scale work are all made available to the 
public, which includes information on our processes. 

The small-scale research work involves studies of fundamental 
chemistry in the laboratory while the Process Development Division 
carries on the larger scale pilot-plant work. 

This research work has been carried on now for 20 years in the 
development of new fertilizer processes, starting in with the work ou 
our electric-furnace process. 

At the present time we are working on some interesting projects I! 
our research and development laboratories. One of the principal 
projects is in connection with the recovery of leached-zone materia 
from the Florida phosphate fields. The Florida phosphate reserves 
contain large deposits of leached-zone phosphate which overlies the 
phosphate that is normally used. In fact it is estimated there are 
something like 15 million tons of this material wasted each year. | 

The Atomic Energy Commission is interested in this material 
because it contains uranium. We are interested in it because !' 
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offers a possibility of conservation of an irreplaceable raw material 
which is now going to waste. 

The concentration of uranium in the material is rather low, so that 
it cannot be mined for that purpose alone, and the real problem was 
to determine if a process could be developed which would convert 
the phosphate into an economical fertilizer and at the same time 
permit the recovery of the uranium. 

We have been working on such a process and have done some pilot- 
plant work which has turned out quite successfully. 

However, the type of phosphate in this leached-zone material is 
different from that used in the normal production of phosphate 
fertilizer used today. It is an aluminum phosphate rather than a 
calcium phosphate, so that a large amount of work remains to be 
done in determining the agronomic response and quality of the material 
as a fertilizer. 

Mr. Ranaut. That is one of your new processes? 

Mr. Youna. Yes; it is. 

\r. Rasaut. Have you any others? 

Mr. Youne. Yes. We are working on a process to produce an am- 
monium phosphate nitrate fertilizer by the reaction of phosphoric 
acid, nitric acid, and ammonia to form high-analysis fertilizer. That 
is also in the development stage. 

We are working in a cooperative program with the United States 
Department of Agriculture in the improvement of the quality of high- 
analysis fertilizers. One of the problems in producing high-analysis 
fertilizers is the physical condition of the product, and in this coopera- 
tive program we are working on that problem. 

We have another project under study known as fused potassium 
phosphate fertilizer. This is a high-analysis fertilizer which shows 
promising results. It has some advantages over other fertilizers 
containing potash because the potash becomes slowly available to the 
plants and therefore it should be available to them over a longer period 
of time. 

Another study we are making is on calcium metaphosphate. We 
developed a calcium metaphosphate from the pilot-plant stage and we 
are now producing this product in one of our large-scale units. 

Calctum metaphosphate is the highest grade phosphate fertilizer 
produced today and it has many advantages. However, it has some 
disadvantages and we are studying methods in the laboratory to de- 
termine how to make wider application of this fertilizer. 

There are many other processes being worked on in the laboratories. 

Mr. Ranaut. Have you something of a somewhat secretive nature? 

Mr. Young. Not in our phosphate work. We have done some 
secret work for the Chemical Corps of the Army. 

Mr. Rasaur. I imagine most of these funds requested here are for 
these pilot-plant projects? 

Mr. Youna. They are for the small-scale work in the laboratories 
and pilot plant. 

Mr. Rapaur. I mean the returns. 

Mr. Young. Revenues come from the larger scale operations. 

Mr. Rasaur. What do you call those? 

Mr. Youne. Demonstration scale operation in which we produce 
fertilizer products. 
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Mr. Rapaut. That was referred to yesterday by Dr. Curtis? 

Mr. Youna. Yes, sir. 

Mr. Rasavt. Anything further you want to say about this? 

Mr. Youna. No; except this is really the source of our basic work 
in fertilizers, the long-range planning which we are doing here in order 
to come out with better fertilizers for the farmer. 

Mr. Rasaur. And you make it known to other companies eyep. 
tually when you feel it is right? 

Mr. Youna. I think we have done more than that. We write 
technical papers on our work as it progresses, we invite the members 
from industry to come and visit our plant, we answer correspondence 
by mail, and as Dr. Curtis mentioned yesterday TVA has over 10) 
patents of which 80 refer to developments in this program. 

Mr. Rasavt. In other words, this is really an activity which is of 
benefit to the Nation? 

Mr. Youna. Yes, sir; of great benefit to the Nation, as is illustrated 
by the fact that beginning in 1933, and through these continuous re- 
search efforts we have made a major contribution to the advances 
made in fertilizer technology. 

Mr. Rasavurt. Did you want to say anything further? 

Mr. Waener. Two points, Mr. Chairman. 


COOPERATION WITH INDUSTRY 


During the last fiscal year Mr. Young has had at the Muscle Shoals 
plant about a thousand visitors, representatives of the fertilizer in- 
dustry and people with technical interest in the fertilizer processes, 
down there to inspect the work and to get information which they 
then can take back and apply in their own operations. 

In addition to this about 1,000 requests came to the plant by mail 
from 37 of the 48 States and from 24 toreign countries. 

Another point that I would like just to mention briefly is this: 

He indicated we have given special attention to high analysis 
fertilizers. The importance of that approach is illustrated this way, 
I think: 

The average concentration of fertilizers used today is about 25 
percent plant food. The balance is filler, which is of little use to the 
crops. But when a farmer has to buy a ton of fertilizer he pays freight 
on three-quarters of a ton of filler. 

By using higher analysis fertilizers he reduces his freight bill. 

The Southwest Virginia Cooperative, which distributes fertilizer, 
some of ours and a greater proportion of commercially produced and 
purchased fertilizers, recently reported to us that they had been able 
to get the concentration of the fertilizers which they sell up to 35 
percent plant food as compared with a State average of 23.8 percent. 

Because the farmers to whom they sold fertilizer bought this more 
concentrated material, in that 1 year they saved $186,000. 

I think that illustrates the value to the American farmers. 

Mr. Youna. Lalso would like to mention the fact that the National 
Fertilizer Associations regularly send their technical representatives 
to the Shoals, review our work, and inform us of their production 
problems. In that way we try to cooperate with them and assis 
them in working out some of their problems. 
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Mr. Rasaut. Off the record. 

(Discussion held off the record.) 

Mr. Rapaut. Are there any fertilizers today on the market which 
are the direct result of your work in your laboratories? 

Mr. Youna. Yes, sir; there is one fertilizer known as nitric phos- 
phate which is now produced commercially by a company in Sheffield, 
Ala. We supplied information to a second company which is also 
producing that material. | 

Mr. Rasaut. And there are other companies which are studying 
some new developments that you have? 

Mr. Younc. Thatis right. I believe our work has been responsible 
for progress in the phosphate industry as a whole, and as a direct 
result of our work several plants have been constructed by the 
phosphorus industry. 

Mr. Rasaut. All right. 


BASIC AGRONOMIC RESEARCH 


Insert page 63, and tell us about the basic agronomic research, 
$299,000. What are your plans for this program? 
(The justification is as follows:) 


A STATEMENT ON Basic AGRONOMIC RESEARCH 


TVA cooperates with State experiment stations in the conduct of laboratory, 
greenhouse, and field plot tests to determine under-controlled conditions the rela- 
tive efficiency of TVA fertilizers on major erops and soil types. This basic 
agronomic research is a necessary step in evaluating the relative merits of new 
fertilizers prior to their introduction to farmers through test-Cemonstrations 
or educational sales programs. It is helpful also in identifying problems on 
which additional process research is necessary. The work is coordinated with 
activities of USDA through informal arrangements. Tests are being carried on 
at the seven valley State experiment stations and at experiment stations 
in four other States, each representative of a major soil region. 

The 1956 estimate for basic agronomic research is $299,000. Research objectives 
will be to obtain information on new types of fertilizer and on characteristics 
desired in fertilizer; to evaluate new TVA fertilizer materials as to availability of 
plant food to plants, reactions with soil, and use practices to which each is best 
alapted; to find fertilizer-use practices that will increase the efficiency of nutrient 
utilization by’ crops and that will increase the economic returns from fertilizer 
applied. During fiscal years 1955 and 1956 TVA expects to improve greenhouse 
tests by providing better laboratory facilities and by augmenting the staff engaged 
in this researeh. 

In 1955 and 1956 special attention will be given to the economic interpretation 
of agronomic research. The economic interpretation of agronomic research will 
make agronomie experimental data more useful as a basis for fertilizer recom- 
mendations to farmers. The studies should also aid in improving the designs of 
field fertilizer experiments. 

Mr. Wacner. Mr. Chairman, I will answer that for you. 

Mr. Rapaur. All right, Mr. Wagner. 

Mr. Wacner. These fertilizers which Mr. Young has talked about, 
alter they have been developed in the laboratory and in the pilot 
plant, and as they are developed, need to be tested on crops to see 
f you get proper crop response and the kinds of results you get. 
Some of those tests are made in the greenhouse, some are made in 
filed plots at the experiment stations, of the State agricultural colleges 
both in the valley and in four other States which are representative 


{+ 
MN 


typical soil types in the Nation, and the purpose of these tests is 
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to find out whether the fertilizers really work and how well they work 
whether changes need to be made in the process that will improve 
them—that is in the production process. 

$299,000 for basic agronomic research is for testing of that kind 
We plan ; 

Mr. Rasavut. Do you get a similar amount every year? Hoy 
much did you have last year in this? 

Mr. Wacner. There is an increase proposed for 1956 of $31,000, 
That increase is largely in order to accommodate some increased work 
in greenhouse tests in a greenhouse we are building at Muscle Shoals 
to operate in conjunction with the chemical plant. 

Mr. Rasavt. Is this work a continuous enlargement process or js 
this a new feature you are trying now? Or was this done by other 
before and you want to be closer to the operation? 

Mr. Wacner. This particular work is an enlargement this year, 
and I presume that the enlargement made this year does not forecast 
a continued growth in the expenditure, Mr. Chairman. 

The point is that a fertilizer operation of this nature ought to have 
greenhouse facilities for testing the fertilizers, to permit closer liaison 
and closer cooperation between the agronomists on one hand and 
chemical research engineers on the other hand. 

If our fertilizer plant is to keep producing improved fertilizers this 
kind of research is essential. 

Mr. Rasauvt. I presume the greenhouse business is growing con- 
siderably in the country, also? 

Mr. Waaner. I presume it is, sir. 

Mr. Rasaut. Because of refrigerated trucks, and so on. 





FERTILIZER PRODUCTION AND DISTRIBUTION 


We will turn now to page 64, getting down to the money in thie pro- 
gram, fertilizer production and distribution, you show $15,052,000. 

We will insert pages 64 to 70 inclusive in the record. 

(The pages referred to are as follows:) 


FERTILIZER PRODUCTION AND DisTRIBUTION ($15,052,000) 


TVA builds and operates demonstration-scale manufacturing units (1) to 
demonstrate the technical and commercial feasibility of a new or improved 
fertilizer process and to encourage its adoption by industry ; (2) to supply fertilizers 
for test-demonstrations on practical farms; (3) to produce new fertilizers in quanti 
ties sufficient for widespread introduction to farmers; (4) to produce fertilizers 
needed to aid the achievement of improved systems of fertilization; and (5) to 
supply munitions material for national defense. Estimated direct obligations for 
fertilizer production and distribution are $15,052,000 for 1956, compared to the 
1955 estimate of $17,234,000. Income is estimated at $20,876,000 for 1%9b, 
compared to $22,441,000 for 1955. 

Fertilizer produced by TVA in excess of amounts required for farm test demon- 
strations and other TVA programs is sold to farmers through cooperative and 
industry distributors. These distributors must agree to sell the fertilizers only 
through educational programs for specified new and improved uses. The objec- 
tives of this selected-use program are to obtain farmer acceptance of improved 
fertilizer practices, to aid in lowering the cost of plant nutrients to farmers, and 0 
expand the demand for fertilizer by increasing the farmers’ knowledge of the mor 
efficient new uses. In each State the new and improved uses are selected by 
representatives from the land-grant colleges, the USDA, and the TVA distin) 
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ytors subject to final review and approval by TVA. The TVA fertilizers are 
made available in sufficient a to demonstrate the recommended fertiliza- 
tion practices or systems. When a particular practice becomes widely adopted 
within a State, it is dropped from the list of approved uses. Selected-use pro- 
grams have been established in 35 States. Through reports submitted by the 
distributors and staff contacts with the distributors, TVA obtains useful informa- 
tion on distribution costs, the results of educational activities, farmer acceptance 
of new products, and farmer preferences as to kinds or conditions of materials. 

As stated above, one objective of the fertilizer sales program is the stimulation 
of demand for economical high-analysis materials which will be supplied from 
sources other than TVA production. For example, TVA’s experimental pro- 
duction and demonstration of concentrated superphosphate helped to create a 
demand which has resulted in steady industry expansion. In 1935, when TVA 
began production of concentrated superphosphate there were only five small 
producers in the Nation. Now there are 17. TVA has been reducing its output 
of this material in recent years and will cut production drastically in 1956, looking 
to early termination of manufacture of concentrated superphosphate. 

Use of ammonium nitrate as a fertilizer was almost unknown to United States 
farmers in 1942. In 1943 the Army released TV A’s nitrogen facilities from defense 
uses and TVA began the production and distribution of ammonium nitrate 
fertilizer. The number of producers increased from 3 in 1943 to 7 in 1954, with 
other plants under construction or planned. 

The 1956 estimates of production, distribution, costs, and prices of the 4 
fertilizers to be produced on a demonstration scale are summarized on the following 
page. Production and distribution figures show tons of material. Costs are for 
material in 100-pound bags and include provision for depreciation. Prices are 
the rates per ton of bagged material, f. o. b. plant, to first-handling distributors. 


This table shows the 1956 estimates of production and distribution—by tons of ma- 
terial, unit costs, and prices—of the 4 fertilizers to be produced in demonstration 
scale plants 


. . : . dig ~ 
Concen- Calcium Ammonium eis. 
| trated super-| metaphos- nitrate fer- phate ro 
yhosphate yhate ilize rs 7 
| ae -_ tilizer tilizer 


Production, toms. --.-- eWeadeusue ‘ 17, 000 72, 000 165, 000 | 43, 000 
Plant food content, percent Saul 48 61 33. 5 | 65-74 


Distribution, total tons. _.----- Sate 72, 000 


165, 000 | 43, 000 


Sales to Federal agencies, tons..._.....-..--| RO ts nx 
Sales to distributors, toms. ..__.___- eich) ¢ 64, 309 155, 300 41, 990 
Sales to test-demonstration farmers, tons___|_..______- 1,000 8,000 |_._- 
Used in ferm test-demonstrations, tons_____| f 6, 216 46 | 1, 000 
Used in other TVA programs, tons_---_---- 475 154 10 


Base price, per ton, material : $61. 61 $60. 14 $91. 50 
Cost of production, per ton, material_-__- ial 50. 88 | 65. 58 32.00 | 74. 90 
Cost of production, per ton, plant food i 106. 00 107. 50 95. 52 115. 23 





The fertilizer estimates above reflect plans to sell part of the chemical plant 
output in the form of intermediate products. Phosphorus will be sold to other 
Federal agencies for defense use. Nitric acid will be sold to Associated Coopera- 
lives, Ine., Sheffield, Ala., to be used in producing nitric phosphate fertilizer by 
4 process developed by TVA. TVA has agreed to supply this intermediate 
material until such time as Associated Cooperatives, Inc., can establish an inde- 
pendent source of supply, but not longer than 3 vears. Associated Cooperatives, 
Ine., will supply TVA with technical and economic information on plant-scale 
operation of the nitric phosphate process and will permit TVA to disseminate 
‘his information in the same manner as for its own facilities and processes. 
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CONCENTRATED SUPERPHOSPHATE 


Production of concentrated superphosphate has been reduced as other demang 
for the intermediate phosphorus increase. The 1956 estimate of 17,000 tons x 
about 93,000 tons less than 1954 shipments. Practically all of the amount ayaj. 
able in 1956 will be used in the selected-use sales program. 

The objectives of process development and widespread introduction of concep. 
trated superphosphate have been largely attained. In addition to providing 
needed fertilizer for improving fertilization practices, continued production of ; 
balancing quantity of this material stabilizes the chemical plant operations nq 
permits flexibility in supplying phosphorus for defense purposes. ' 


CALCIUM METAPHOSPHATE 


Calcium metaphosphate, a product developed by TVA, is the most concentrated 
phosphate fertilizer on the market and because of its concentration can be bagged 
shipped, and handled at a lower cost per ton of POs than any other phosp| ate 
fertilizer. It is particularly suitable for use in the rapidly growing middle western 
fertilizer market area. 

The product is manufactured in a furnace using a lining of self-deposited metg. 
phosphate to replace most of the expensive refractory lining of the combustion 
chamber. Improvements in furnace operation will make possible an increase jp 
production to about 65,000 tons in 1955. Further furnace improvements now ur. 
derway will permit a production increase to 72,000 tons in 1956 at greater economy, 
This increase in capacity of a single unit should make the process more attractive 
to industry and will provide additional material for introduction of the materia] 
to farmers. 

From an agronomic standpoint, calcium metaphosphate is effective on acid 
and neutral soils. More data are needed on its suitability for use with a variety 
of crops and for its effectiveness on alkaline soils. This material will continue to 
be used in agronomic tests, farm test-demonstrations, and the _ selected-use 
program. 

FUSED TRICALCIUM PHOSPHATE 


Fused tricalcium phosphate is made by fusion of raw rock phosphate and does 
not require the use of sulfuric acid, elemental phosphorus, or large quantities 
of electric power. It contains about 50 percent more total plant food than 
ordinary superphosphate, which is the phosphate fertilizer most widely used in the 
United States. TVA’s technical development work on the fusion process was 
substantially completed and the plant was closed on June 5, 1954. Distribution 
of the product in inventory will be completed during fiscal year 1955. The plant 
is being offered for sale. All the technical information developed by TVA is 
available to industry. 

Continued operation of the plant by private industry would be a contribution 
to the fertilizer resources of the country. The material has several advantages, 
No high-grade phosphate rock and no acid is used in its manufacture. It does not 
absorb moisture and can be stored and shipped in the open. However, it is not 
suited for use in commercial mixtures and is not satisfactory for alkaline soils. 


AMMONIUM NITRATE FERTILIZER 


Earlier research and development by TVA, partly in cooperation with USDA, 
led to the promotion of the use of ammonium nitrate for fertilizer when the 
military demand for the material was satisfied during World War II. This 
material is now in demand in solid form for agricultural production. TVA now 
produzes ammonium nitrate fertilizer in a plant-scale demonstration unit of the 
continuous vacuum crystallization process. The adoption of this safer and more 
economical process is the result of research and development work by TVA. 

The estimated 1956 production of 165,000 tons is about 16,000 tons below the 
1955 level and reflects plans for shipments of intermediate materials to Associated 
Cooperatives, Inc., for use in producing nitric phosphate; diversion of some all- 
monia to the production of diammonium phosphate; and utilization of some of 
the ammonium nitrate crystallization facilities in its manufacture. Most of the 
1956 production will be distributed through the selected-use sales program. As 
new processes or process improvements for making fertilizers requiring nitroge! 
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re developed by TVA, intermediate materials now used in ammonium nitrate 
ortilizer production will be available for use in the new process. 


DIAMMONIUM PHOSPHATE FERTILIZER 


In 1955 TVA will modify some existing chemical facilities for the production of 
iammonium phosphate fertilizer and will divert ammonia and phosphoric acid 
rom production of ammonium nitrate and concentrated superphosphate to use 
nits manufacture. During 1956, a total of 43,000 tons of the material will be 
produced. 

Diammonium phosphate is a highly concentrated nitrogen-phosphate fertilizer 
<hich is homogeneous and water soluble. Two grades will be produced initially, 
pne containing 21 percent nitrogen and 53 percent P2O;. It will be distributed in 
nulk. The other grade, to be bagged for shipment, will contain 18 percent nitro- 
yen and 47 percent P2Os. 

Little diammonium phosphate is marketed in this country for direct use as a 
ertilizer. It appears particularly suited for distribution in areas where a fertilizer 
of high water solubility is needed and no potash is required. If production costs 
re favorable and if a successful introduction program can be conducted among 
armers, industry may be encouraged to undertake greater production of diam- 
monium phosphate. 


Farm Test-DemonstraTIons ($829,000) 


This table shows appropriated fund reautrements for farm test demonstrations for 
fiscal years 1955 and 1956 


1956 


Fertilizer 000 $481, 000 
Less farmer payments for fertilizer (corporate funds) -- 97, 000 216, 000 


Net cost of fertilizer - - - - 000 265, 000 
Contractual payments-.------- . 253, 000 192, 000 
Other costs Paes kia ; 000 156, 000 


Net expense (appropriated funds) 2, 000 613, 000 


TVA, the land-grant colleges, and farm families have worked together since 
1935 in a cooperative test-demonstration program, the major objectives of which 
are (1) introduction to farmers of TVA’s experimental fertilizers and testing and 
demonstration of their use in various farming systems; and (2) Cevelopment of 
improved fertilization systems and demonstration of their feasibility under prac- 
tical farm conditions. Another objective related specifically to the valley is 
agricultural development through improved use of fertilizers and other resources 
available to farmers in the operation of their farms. Experience on test-cemon- 
stration farms is being used to help identify important agricultural problems facing 
valley farmers and suggesting ways of meeting these problems. 

lest-demonstration farmers are selected to provide wide representation of 
major soils, farm size, types of farming, financial positions of farmers, and major 
agricultural problems, The program is currently being conducted in 21 States 
and on about 2,390 farms. For fiscal year 1956 the number of farms will be 
owered to about 1,800. In general, farmers participate for a period of 5 to, 7 
years. However, not more than 500 valley farms may remain in the program for 
longer periods. The purpose of this group of farms is to demonstrate the long-time 
effects of improved fertilization in combination with other good farming practices 
and to study typical problems facing the development of such farms over long 
periods and through varying economic conditions. 

VA experimental fertilizers are furnished to test-demonstration farmers 
under & partial payment plan. During the current year the tarmer pays about 
ol percent of the TVA f. o. b. wholesale price for fertilizer. In 1956 this will be 
creased to 45 percent. A group of farmers participating in a special project 
tecelve fertilizer at no cost, f. o. b. the plant. The farmers also pay freight and 
landling costs on all test-demonstration fertilizers. Additional capital and 
operating expenses paid ty the farmer in order to carry on a sound test-demonstra- 
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tion program are often substantial. In 1956 an estimate 6,216 tons of ¢q| 
metaphosphate, 46 tons of ammonium nitrate, 75 tons of concentrated Super. 
phosphate, and 1,000 tons of diammonium phosphate will be used. Six hundred 


cium 


ton, 
prod 















tons of nitric phosphate fertilizer will be purchased vy TVA for destribution x: It 
the purchase price for test and demonstration. 'Test-demonstration farms vie. 
play an important role during 1956 in introducing the latter two fertilizer. 9” th 
Supervision and technical guidance in planning and conducting the program fmmmtest 
including such matters as selecting and planning farms, is provided through thlmmuse 1 
agricultural extension services of the State land-grant colleges, with part of th. “ll 
cost being financed by TVA. The colleges and TVA jointly provide oyerg Po 
discretion of the program and conduct special econonic analyses of results, In 
In addition to the regular collection and analyses of data from test-demonstp, acco! 
tion farms, TVA and the colleges are making special case studies of a limited hope 


number of test-demonstration farms in each valley State. Present income ap 
farm organization will be compared with potential income and farm organizatioy 
under alternative plans. Results of these studies will be useful in appraising 
‘program effectiveness, in farm planning for test-demonstrations, and in suggesting 


M 
in ni 
you | 








adjustments in other agricultural activities of the participating agencies. leave 
In the past several years TVA expenditures for test-demonstrations hay \M 


decreased sharply. In 1946 test-demonstration fertilizer was supplied to farmers bi 
at no charge f. o. b. TVA plant, and TVA costs for this fertilizer were aboumme’)” 
$2 million. For 1956 the gross fertilizer cost is estimated at $481,000 and the nem Afte 
cost to TVA at $265,000. In 1946 TVA payments to the valley land-graniiiiithro 
colleges for test-demonstration supervision totaled about $545,000, while State in 
contributions were about $425,000. Comparable estimates for 1956 are about 


$192,000 from TVA payments and about $750,000 from the States. “a 
*. ® . 1zeT 

Mr. Rasavut. What plants will TVA operate in 1956? of th 
Mr. Youna. I assume you refer to our demonstration of large-scale 5 
operations? map 
Mr. Rapaut. Yes. trib 


Mr. Youna. In 1956 we will produce ammonium nitrate, some 7 
concentrated superphosphate, calcium metaphosphate, and diammon-¥ f..+j 


ium phosphate. shac 
Mr. Rasaut. Do you want to make known if these are separate |. 
plants and what the production capacities of the plants would be? tribi 
Mr. Youna. They are all part of the same plant, different sections ,),, 
of the same facility. smal 
Mr. Razavt. Will you give us an idea of the production in the |, 
various categories of items? that 
Mr. Youna. Concentrated superphosphate, shipments in 1956 are fooq 
estimated at 17,000 tons. our 
Mr. Raxsavt. That is set forth in this table which is included in the plan 
record? M 
Mr. Youna. Yes. tion 
Mr. RAsavt. All right. We will not need to repeat it then. Bis 0) 
On page 65, TVA has been reducing its output of this material inf jy 
recent years and will cut production drastically in 1956, looking tof oo, 
early termination of the manufacture of concentrated superphosphate. ,, , 
Please give the reason for this. Stat 
Mr. Youna. Our program on concentrated superphosphate started fo, 
back in about 1934. At that time there was very little high-analysisf jpop 
fertilizer produced. Our production of concentrated superphosphateg \,,. 
resulted from our development of the electric-furnace process. \ 


This material has been tried by the farmers of this Nation an yy, 
the results have encouraged its production by private industry % 
where in 1934 the total production was approximately 70,000 tons, 
today there are about 1 million tons a year produced. TVA fees \ 
that its objectives in this program of getting concentrated supeMi™ gra 
phosphate accepted and introduced to the farmers is nearing comple-¥iM yea 
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sion, and therefore we are gradually decreasing the output of that 
product. i ‘ , . . 

It is a typical case of what we believe is our objective and purpose 
n this fertilizer development work, to make a new fertilizer product, 
test it, get the farmers to become familiar with it, and learn how to 
yse it, and thereby create a demand for this product which industry 
vill supply. 

In the case of superphosphate we believe this has been largely 
accomplished and we are therefore decreasing our production, and we 
ope to divert our raw material to some other new product. 

Mr. Rasaut. I take from that statement of yours, then, that you 
in no Manner compete with industry in this fertilizer field? What 
you do is really to assist industry or show them the way, and then you 
leave it to business to run the fertilizer business? 

Mr. Young. This program is an experimental program. Our 
objectives are to develop fertilizers, introduce them, get them accepted. 
After that has been done we drop off and follow a new fertilizer 
through, so we have no reason to compete with industry. We are not 
in competition with industry. We try to promote the interest of the 
American farmer in getting him more concentrated and cheaper ferti- 
lzer and at the same time pave the way toward conserving the soils 
of this Nation. 

Mr. WaGner. With your permission I would like to show you a 
map. This map shows the area in which TVA fertilizers are dis- 
tributed. 

The cross-hatched area on the map indicates the area in which the 
fertilizer is distributed in our educational sales program. The darker 
shaded areas indicate areas where we have test demonstration farms. 

I show you the map because it indicates that the fertilizers are dis- 
tributed widely over the United States. TVA’s production as part of 
the total production of fertilizers in the United States is relatively 
small. 

In 1953 we produced, I believe, 1.7 percent of the tons of fertilizer 
that were consumed in the Nation, and about 3 percent of the plant 
food. The difference in those figures reflects the higher analysis of 
our materials, which range from 33% percent plant food to 74 percent 
plant food. 

My point is that if you take a small percentage of the total produc- 
tion and distribute it over the 35 States, in an educational program it 
is obviously not important as the source of supply. It is important 
however, in that by introducing the materials to farmers and en- 
couraging them to try out new uses for fertilizers—improved uses such 
is are recommended by the Department of Agriculture, by their 
‘tate colleges and county agents—it builds a new market for better 
fertilizers, improves agricultural processes. It has helped produce this 
(remendous expansion in the production of commercial fertilizers that 
Mr. Young and Dr. Curtis have described. 

Mr. Ranaut. What does “inactive test, demonstration counties” 
mean? 

TEST DEMONSTRATION PROGRAM 


Mr. Wacner. The number of test demonstration farms in our pro- 
gram has decreased from about 26,000 in 1947 to 2,390 in the current 
year, and is budgeted to include only 1,800 next year. 





242 


The test demonstration program is being much more closely ep, 
trolled now by the county agents. The farms are under closer Super. 
vision than they were when there were so many of them, and many 9 
the counties in the United States which tried the test demonstratio, 
program initially have profited by their experience and are now using 
their fertilizer in this educational sales program which I mentione 

In the educational sales program the farm is subject to less clos 
supervision by the county agent. Fertilizers are sold by the dis. 
tributor for limited use for specific purposes recommended by thy 
agricultural authorities. ' 

Mr. Rapaur. Farm test demonstrations, $829,000. This program 
is composed of appropriated funds of $613,000 and corporate funds of 
$216,000, or a total of the amount mentioned before. 

What do you do with this $829,000 in comparison with 1955? 

Mr. Waaner. In 1955, as I mentioned, we have 2,390 farms } 
this program, and in 1956 we will be able to have only 1,800. 

Mr. Rasautr. How much money did you have in 1955? 

Mr. Waaner. $1,009,000, sir. 

Mr. Rasauvt. Is it reduced in proportion to the reduction in tes 
demonstrations, or is that a poor yardstick for measurement? 

Mr. Waaner. The funds provided in the 1956 budget, Mr. Chair. 
man, will permit carrying on a program on only about 1,800 farms, 
The proportion of funds to farms is fairly direct. 

I might say, as I indicated earlier, that this program has been 
reduced very considerably over a number of years. 

Mr. Rasaut. Who supervises those programs? Is it the county 
agent? 

Mr. Waaner. The county agent works in direct contact with the 
farmer. 

I might tell you a word about that if I may. 

Mr. Rapavt. All right. 

Mr. Waaner. The business of getting a farmer to try a new 
fertilizer after you have proven it out in the greenhouse and in the 
experiment stations, is an educational job. The fertilizers, if they 
are more concentrated, cost more per bag. The individual farmer 
naturally is reluctant to try something new himself until he has seen 
it demonstrated somewhere else. 

He has to be convinced that this new fertilizer will work and he 
has to be convinced most often not on the basis of a bulletin from his 
experiment station but on the basis of seeing it tried out on a practical 
farm. 

These test demonstration farmers, who are in the various areas | 
showed you on the map, are picked by their neighbors as the people 
to try out these new fertilizers under the close supervision of their 
county agent. They agree to keep complete records on their farm 
operation, to make complete plans for their farm operation as recon 
mended by the county agent, and to make the results of their oper- 
tions and their records available to their neighbors and to county 
agents. 

The county agent can use their experience in developing a bette! 
program for guiding other farmers who are not test demonstratioll 
farmers. 

Neighbors are invited to come and see what happens on these farms, 
either individually or on the basis of regularly conducted tours. 
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We recently made a survey of some 500 farms in Virginia which 
vere not test demonstration farms but in the neighborhood of 25 test- 
jemonstration farms. 

The interviews with these farmers indicated that they were most 
{ten influenced in trying out something new by their contacts with 
ther farmers; 65 percent said that the test demonstration farmers were 
he ones who most often tried something new in their community. 

Over half of these test demonstration farmers said they encouraged 
i) or more farmers to try out some new practice, and half of the 
armers who had made a test demonstration tour, going over several] 
arms, said that as a result of it they tried out at least one new practice, 
and the new practice most often tried involved the use of improved 
fertilizers. 

FERTILIZER RESEARCH 


Mr. Fogarty. What is the total amount in this budget request for 
research of all kinds? 

Mr. Waaener. I don’t know that I have that figure, Mr. Fogarty. 
We can supply it for you. 

Mr. Fogarty. How much are you asking for research and develop- 
ment of fertilizer? 

Mr. Youne. $1,238,000. 

Mr. Fogarty. That is all research? 

Mr. Youna. Yes, sir. 

Mr. Fogarty. How is your budget prepared? Do you submit the 
request first to the General Manager? Is that the way you do it, 
Mr. Young? 

Mr. Youne. We recommend the amounts we want, yes. 

Mr. Waaner. The Board of Directors approves these budgets, 
Mr. Fogarty. The budgets are first prepared by the operating divi- 
sions Which will spend the funds. 

Then they are proposed to the budget office which is part of my 
office. Mr. Van Mol is our chief budget officer. 

The program is reviewed there. Mr. Van Mol consults with me 
about it. We may then talk with the operating divisions about it 
and prepare a program which we are ready to recommend to the 
Board of Directors. 

It is then presented to the Board. The Board discusses it with the 
staff, has an opportunity to ask for changes of one kind or another. 
Ifso those changes are made and presented to the Board again, and 
finally the Board approves a budget which goes to the Bureau of the 
Budget and then to the Congress. 

Mr. Fogarry. Let us take this $1 million of research, Mr. Young. 
What did you originally request of the local budget office? What was 
your original request? 

Mr. Young. I believe it was approximately that. 

Mr. Fogarty. In all these steps there was no change, no give and 
take at all? 

Mr. Youne. The whole detailed program is first reviewed by my 
office before submission to the budget office and General Manager. 
Veeasionally an item will be dropped and something else added as a 
result of these reviews. 
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Mr. Focarty. Would you supply for my information what yy 
originally asked for, what Mr. Wagner’s office said, what the Directon 
recommendations were, and what the Bureau of the Budget allow 
so we can follow it step by step? 

Mr. Waaner. We will do it, sir. 


(The information requested is as follows:) 


Research on fertilizer products and processes 


Estimate originally submitted by manager of chemical engineering 


for Gees) year 1056. iii. 665 Soue2 $1, 315, 00 
Reduction made by General Manager on recommendation of the chief 

ON UN a I pa a ke ee 32. 0M 
Estimate approved by Board of Directors for submission to Bureau 

of the Budget_ ; 1, 263, 0 


Reduction recommended by the General Manager after “allowance’’ 
letter received from Bureau of the Budget___________-________- 25, 00) 
Estimate approved by Board of Directors for inclusion in materials 
submitted to the Bureau of the —— for inclusion in the Presi- 
dent’s budget _ ith eda ‘ pasted oe okt _ 1, 238. 00 


Mr. WaGner. Some of thse first ys ‘ussions ‘Seehena an operatin 
division and Mr. Van Mol’s office may be rather informal disc “Ussions 

Mr. Focarry. I mean anything in the way of a firm request. | 
don’t mean things i in the initial stages, but Mr. Young has to mai 
some sort of firm request for funds through the General Manage 

Mr. Youna. That is right. 

Mr. Focarry. On this map some of these States are not involyo( «! 
all in these fertilizer activities, are they? 

Mr. Waaner. That is right. 

Mr. Fogarty. Why is a State like New Jersey left out entire!) 
no activities at all? 

Mr. Waener. Generally those States which have no activity are in 
that condition as a result of a decision by the State agricultural colleg 
in the State. 

I believe in some of these areas the particular fertilizers which we 
produce may not be as effective as they are in other areas, or the St0\ 
college for some other reason hasn’t been interested in participating i 
the program. 

Mr. Foacarty. There are no specific reasons for New Jersey being 
eliminated in all these programs? 

Mr. Waaner. No, sir. 

Mr. Fogarty. Mr. Young? 

Mr. Youna. I know of none. 

Mr. Focartry. What about Rhode Island, Connecticut, \lassi- 
chusetts, and Maine? 

Mr. Wacner. I believe the situation is the same in all of thow 


States. Apparently the colleges have not been interested m parti: 


pating in the program. 
Mr. Focarry. Are not interested? 
Mr. WaGner. Apparently not. 

Mr. Focarty. Have they ever been contacted to find out why? 
Mr. Waaner. I believe people in our Division of Agricultural Rela 
tions have talked to them, yes. I have not asked them specifically 

why people in each of these States are not interested. 
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Mr. Focarty. Do you think these activities you are carrying on 
hould be of some interest to these States? 

Mr. Wacner. They have been of considerable interest to the States 
‘here they are carried on; yes, sir. 

Mr. Focarty. I notice in New York, Vermont, New Hampshire, all 
ou have in those States are the inactive test demonstrations. 

Mr. Wacner. That is right. 

Mr. Focarty. They are not taking advantage of these other activi- 
ies, either? 

Mr. Waener. That is right. 

Mr. Fogarty. Is there any good reason for that you know of? 

Mr. WaaGner. I don’t know, sir. 

Mr. Fogarty. What about Nevada? 

Mr. Waaner. I will have to answer your question the same for all 
{ these States. 

Mr. Focarty. Is there anybody who can give me any specific 
nswers to these questions I am asking? 

Mr. Curtis. Our agricultural relations division is not here. We 
an supply the information for you. 

Mr. Fogarty. Every once in a while you see these big ads in the 
aper about a particular type of fertilizer or farm crop. I see them 
ndvertised in local newspapers and I am thinking more of these new 
iquids being developed to help grow better lawns. A couple of years 
go there was quite a drive on things about Krillium and liquid 
ertilizers. 

Mr. Youna. Yes, sir. 

Mr. Fogarty. How does the general public know whether or not 
hese things are any good? They apparently didn’t turn out very 
vell, did they, because I don’t see them advertised any more. 

Mr. Youna. A lot of work is being done on liquid fertilizers today. 
am not thinking especially of the lawn application. 

Mr. Fogarty. It has some connection with lawns. 

Mr. Youne. Yes; however, the greatest progress is being made in 
the western part of the country on liquid fertilizers, and there is a lot 
of fertilizer being added to irrigation water as well as by direct 
application. 

lam sure its use is expanding. I know our people have been making 
a detailed survey and study of what that situation is and are trying 
to keep up to date on just what is happening in that field. 

The trend toward different fertilizers, I am sure, is spreading toward 
this part of the country, but it is most active in the western part of 
the country. 

Mr. Fogarry. Are you doing anything in that field? 

Mr. Youna. I believe at the present time we are chiefly reviewing 
the picture and trying to keep up to date bn the activity in this field. 
I do not believe our people are actually carrying on any laboratory 
work on liquid fertilizers at present. 

Mr. Fogarty. There is a great advertising program carried on by 
oilmen, spraying lawns with some type of liquid fertilizer. Do you 
know anything about it? 

Mr. Young. No, I am not familiar with the details of that work. 
lt is just fertilizer in solution. 

= Fogarty. It probably won’t do any harm, but will it do any 
good / 
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Mr. Youna. Yes; I think it does some good. It has been qyjy 
successful in many places. 

Mr. Vocet. You made special reference to Crillium. 

Mr. Focarty. That was the one thing that came to me. 

Mr. Voceu. That is a soil conditioner and not a fertilizer. 

Mr. Fogarty. It is a soil conditioner, I understand, but I referye 
to it along with fertilizer because they are both used in conditiopiy 
the soil. 

Mr. Vocet. It doesn’t give nutrient ‘to the soil. 

Mr. Puiturps. You put it in if the soil has clay-like properties ay, 
it breaks that down. 

Mr. Focarry. I don’t see it advertised any more. That was som 
3 years ago. 

Mr. Youna. Possibly because it is rather expensive. 

Mr. Fogarry. All of these new things are high-priced when they 
first come out until more is manufactured and the supply meets th 
demand. 

Mr. Youna. That is one of the problems with some of thie liquid 
fertilizers. You pay a lot of money for them at the present time. 

Mr. Puriuurps. I want the record to show that before I came on this 
committee, as the gentlemen on the other side of the table know, | 
served on the Agriculture Committee, and I represent a district in 
which the need of fertilizer is basic. 

We have in fact done a great deal of work with the phosphate 
group of fertilizers. 

The kind of soil, Mr. Fogarty, has something to do with the use 
of fertilizers in one part of the country and another, and also the 
cost of shipment, and also the fact that for a long while TVA declined 
to send any fertilizer out to California because they felt they could 
only send a few hundred-pound bags and that was too far away from 
home, and I think the most honest statement made by the witness 
on the other side of the table is that TVA is not up to date on some of 
the experimental work on fertilizers, and I hope that remains on 
the record. 

Also as to liquids, Mr. Fogarty, the problem is very often a matter 
of the equipment and method of putting it out. You can pour it 
into an irrigation stream but on an eastern farm it may not be s0 
easy to apply it and the farmer would have money invested in equip- 
ment to spread another type of fertilizer and would use that. | 

Now I want TVA to have all the credit that it possibly deserves i 
regard to fertilizers, but I dislike to see a record made which appears 
to give all credit in the fertilizer field to TVA. I sat on the Agricul 
ture Committee and I think we should give somecredit to Dr. Mehring, 
Mr. Jacobs, Dr. Frank Parker and the others who, especially in th 
course of World War II, worked on much of this fertilizer problem and 
were responsible for many of the practices and achievements in plant- 
food concentrates. I think Mr. Jensen will agree with me on that 
There were meetings, as you will recall, with the War Food Boar 
(I suspect, Mr. Curtis, there was somebody representing you there 
and these men actively and successfully promoted the use of high- 
analysis fertilizer. One of the things that has built up the big fertr 


lizer use in the United States is the increasing cost of labor and the 


limitation on farm acreage. The ingenuity of man being what it 's 
a> eS e ap ° 


if you limit the acreage he may use for a certain commodity, or !! 





mon 
pho: 





247 


yease the cost of labor, he turns around and tries to find offsetting 


= methods or equipment to meet the extra charge on him, because the 
former is always at the bottom of the list. Everybody takes his 
jece out before it gets down to giving the farmer what he gets for 
iis his produc t, so he proceeds to use fe rtilizer, which has made it possible, 

ferne th his lesser acreage, to increase his production per acre and has 

one remendously increased the use of field « equipment, as for example, 
otton-picking machines. They cost about $15,000 apiece, and | 
have seen big farms in the United States with as high as a dozen cotton 

8 an picking mac ines i in operation. 

So these things all balance, and it is the ingenuity of man—TI should 

somaemmlike to slip 1 ina word- under free enterprise, and using these fertilizers 
put on in quantity, offsetting the labor costs, the trucking, gasoline, 
and so forth, all of which the farmer, before that, had to add to the 

thoygmeost of his products. ae 

s tha So 1 just want the record to show while TVA must have all the 
credit it deserves, I do not want to see it take credit for something 

iqui that was produced by the Department of Agriculture. | 

2 Mr. Wagner. That was not my intention, if my testimony seemed 

thio give you that impression. The Department of Agriculture has 

yw. Tevorked closely with us in TVA. 

ct in Mr. Puruuips. If you can find one mention in your testimony of the 


Department of Agriculture, I will take off of the record what I said. 
\Ir. Young. As a matter of fac t, our technical people meet with 
the Department of Agriculture people. 

Mr. Puttures. I know it only too well. 1 have occasionally in the 
past met with you. And I did not hear any reference in your testi- 
mony either, Mr. Wagner, as to the research and development of 
phosphates. Triple phosphate was almost entirely a development of 
the Department of Agriculture. 

Mr. Fogarty. That is not the impression I got. I just thought 
they were testifying about what they were doing. I did not think 
they were taking ¢ redit aw ay from anybody else or saying that nobody 
dse was doing anything in this field; they were testifying about what 
they would do with this money if we gave it to them. 
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ay Mr. Ranaut. That is right; they are really testifying about TVA 

e somnd not the Department of Agric culture. aa 

ip. There is one thing I want to ask. You were talking about liquid 
fertilizers before, under the inte rrogation of my colleague [Mr. Fogarty] 

os ing you said at that time you were not up to ‘date on liquid fertilizers. 

oars that correct? 

icul-fag Lr. Youn. No, sir. I did not mean to imply we were not up to 

ring, (late, 

thea lr. Rapaur. That is what you said, though. 


anda lt. Youna. If I did, I would like to correct it. I think we are 
ant-ag UP to date on what is happe ning. We know other people are studying 
hat. ae problem. What I meant to imply was I do not think we are 


varia ually making any liquid fertilizers. 

ere Mr. Rasavr. Is that due to the shortage of appropriations, or 
igh-fag at is the reason, or is that a field you do not intend to go into? 

otc fa Lt. Youne. It is primarily because our people are busy on other 


the brojects and I think possibly in the future they might get into some 
t is, MK on liquid fertilizer when the opportunity arises. 


Bic 
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Mr. Rapavt. Is liquid fertilizer taking precedent over what y 
call solid fertilizer? 

Mr. Younae. No. . 

Dr. Curtis. We are not only informed about what is going on, }y 
actually have taken part in some developments in the use of liqui 
fertilizer. We had an arrangement with the Mississippi State Colles 
for the use of liquid ammonia, particularly down in the delta where; 
was unusually applicable. As a result of that, the farmers in {} 
delta not being able to buy liquid ammonia, built a plant of their oy 
and are now using large quantities of ammonia. TVA was in on{! 
initial phase of the use of liquid fertilizer, which is growing and is th 
basis of the agricultural program in the delta area. 

You see, most of the processes give fertilizer in solution, then yy 
have to spend extra money to get it in solid form, which is much moy 
convenient to use. But where they can use liquid fertilizer, that; 
the cheapest type of fertilizer. As Mr. Phillips said, it depends » 
the condition of the soil, and so forth. 


DIAMMONIUM PHOSPHATE 


Mr. Puiturps. Now let us talk about TVA. Have you ma/ 
studies on making diammonium phosphate from phosphoric acid with 
the electric furnace? 

Mr. Youna. Yes, sir. 

Mr. Purutres. Have you made it with the wet process? 

Mr. Youna. Yes, sir; we have. 

Mr. Puruures. Have those experiments been successful? 

Mr. Youna. Yes, sir. 

Mr. Puiuures. Have you issued reports on them? 

Mr. Youna. I believe a report is in preparation. I am not sure | 
has been issued. 

Mr. Puiturrs. I think that is satisfactory. Is industry present! 
making diammonium phosphate with any process you developed? 

Mr. Youna. Yes; we worked out the electric furnace process 0 
making diammonium phosphate, using phosphoric acid and ammonia 
and it is my understanding that that same process is being followe 
by industry in a couple of cases. 

Mr. Puiuurps. You justify your request for appropriations befor 
this committee almost entirely on the basis of research—that is 
development and leadership, shall we say—in the field of research 01 
fertilizer. Now it is true, is it not, that this industrial fertilizer yo 
are talking about is being accepted and is used by farmers all ove 
the country, and it comes from commercial sources? Is not that true: 

Mr. Youne. I would not think it was true. I recognize somé 
diammonium phosphate is being made; but I think, as in the case 0 
superphosphate and in the case of ammonium nitrate, the rei 
problem is to demonstrate the use of the material. 

As far as diammonium phosphate is concerned, we believe it is in th 
same category as concentrated superphosphate and ammonium nitrat 
were when we began making them. And what we hope to do 
through the educational and sales program, to demonstrate the use 0 
diammonium phosphate and thereby create a market which industt 
will have and which does not exist today. 





\ir. Pottuiprs. What geographical limitations do you find on the 
eof ammonium phosphate, or what geological limitations, I should 
y. what soil limitations do you find on the use of diammonium 
ysphate? In other words, what is your limit on the use of it by 
mers; What controls that use? 

Mr. Youna. I believe the greatest possibility for use of diammonium 
osphate is probably in the Midwest and the Western States. 

Mr. Puiturps. Almost entirely. 

\Mr. Youne. And that is where we hope to create the market for 
hat material. Also, there is use for diammonium phosphate in 
perading fertilizers used in other parts of the country. 

Mr. Puiturps. And is it not a fact that the commercial plants that 
ist today are in the Middle West and Western States? 

Mr. Youne. The unfortunate thing about plants located today is 
at they are not located well with respect to the raw materials, and 
efact they are not located well with respect to raw materials results 
a high-cost production situation. 

Mr. Putturps. I read from page 8 of your own statement on fer- 
izeT's: 

TVA prices for diammonium phosphate will be related to the estimated costs 
which the product could be made by efficient commercial producers operating 
nder favorable conditions, including plant location and availability of econom- 
al sources Of raw materials. TVA prices will be close to those which might be 
barged for the product of such commercial producers, with only such price 


pduction from this base as is necessary to encourage distributors and farmers, 
ho would not otherwise do so, to use this new product. 


I am quoting from the Tennessee Valley Authority’s statement on 
iammonium phosphate, with the subhead “A New Material in the 


VA Fertilizer Program.” It is dated March 23, 1955. 

| want to know if you can point out any location in the entire 
hited States which would meet the criteria you set down there for 
he efficient commercial producer, operating under favorable condi- 
lons—what are they—‘“‘including plant location and availability of 
onomical sources of raw materials.’’ That means if he is by the 

urces of material, then he has the shipping problem to the user; if 
els convenient to the user and thereby has a reduced shipping cost, 
ien he is not near the economical sources of the raw materials. 

Mr. Youna. We believe there are several locations that are suitable 
or the making of diammonium phosphate economically. One of them 

on the Mississippi River up along about Memphis. Memphis is 
rated so that raw materials could be received by water transporta- 
in and the finished product could be shipped by water. Also in 
lemphis anhydrous ammonia is being produced. 

Mr. Putnures. Then they would have the shipping cost, in that case, 

shipping to the user. So you have a balance here which your 
atement does not recognize. 

\Ir. Youne. Our statement was based on the production costs. 
Also, there are a number of coke-oven plants in the country that now 
ave byproduct ammonia. Several of those plants are located in 
teas where there is a source of phosphoric acid. 

Mr. Pumiurps. You see, this raises the question of what is the object 
MTV A in this research field. Is their object, as they state it, merely 
0 produce a kind of phosphate which is proven to be advantageous 
0 farmers and then permit the manufacture of that product by 
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commercial producers, or is the object to go beyond that and yo; 
yourself produce it for the use of the individual farmer? So noy 
ask how ~— diammonium phosphate do you expect to make j 
the fiscal year 1956? 

Mr. tee Do you want him to answer your other question? 

Mr. Puiuures. He can answer them both now. How much ¢ iam 
monium phosphate do you expect to make in fiscal year 1956? 

Mr. Youna. We believe in 1956 our program requirements will \y 
approximately 20,000 tons. 

Mr. Puiuuies. You say 20,000 tons. Now on page 69 of yo 
justifications before this committee you say: 

During 1956, a total of 43,000 tons of tie material will be produced. 

General Vogel, in writing to some commercial producers, said yo 
would produce from 30,000 to 40,000 tons. | 

And on page 71 of your justifications which you now have befoy 
this committee right at this moment, you say you expect to use 1.) 
tons of diammonium phosphate in your research work. Thus v0 
are testifving you expect to use 1,000 tons for the purpose you ai 
justifying be fore the committee and to sell 39,000 tons in competitia: 
with private industry. Is that right? 

Mr. Wacnrer. May I answer that? There are several parts ¥ 
your question; | am not sure I will get them all, but I will try. 

The budget justification which you have before vou was prepared 
initially nearly a year ago. The 43,000-ton figure which appear 
there is the maximum capacity of the TVA plant. We have sine 
talked with the colleges about this material, and it now appears the) 
yee not be able to take more than about 20 ,000 tons in this coming 

ear. 

The 1,000-ton figure which appears on page 71 is the amount that 
would be used in the test-demonstration program. The balance of it 
would be used in the educational sales program—a program in whic! 
the fertilizer can be used only for certain purposes agreed upon by tly 
State colleges of agriculture, the USDA, and the TVA. When th 
farmer buys some of this fertilizer material, he is advised by his 
distributor as to how it may be used. 

The 30,000- to 40,000-ton figure which you mentioned in the lette! 
to General Vogel 

Mr. Puriures. Correspondence between General Vogel, apparently. 
and some private producers. 

Mr. WaGNneEr. Do you have the date of that? 

Mr. Puiuurrs. That is a letter dated February 23, 1955. No;! 
beg your pardon; General Vogel is clear. The quotation is, 

Upon talking to General Vogel’s associates, we find the annual tonnage W 
they (TVA) plan to produce is from 30,000 to 40,000 tons. 

And I may inte rpolate there by saying the writer of the letter has 
asked for time to come in and testify as an outside witness before the 
committee. 

Mr. Wacner. The last figure, Mr. Phillips, is the 20,000-ton figure. 
I believe it is mentioned in the stateme nt to which you refer that wis 
prepared by TVA. That statement is quite complete concernili 
TVA’s plans for diammonium phosphate. Would you like to includ’ 
that in the record? 
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Mr. Ranaut. We will put it in the record, if you think it should be 
1 the record. 

Mr. Wacner. It is the most complete statement that we have 
cerning diammonium phosphate. 

Mr. Rasautr. Without objection, we will incorporate it in the 


ord. , 
(The statement above referred to is as follows:) 


AMMONIUM PHOSPHATE A NEW MATERIAL IN THE TVA FERTILIZER PROGRAM 
GENERAL 


The TVA Act of 1933 transferred to TVA the World War I Government-owned 
itrate plants at Muscle Shoals, Ala., and directed their use to cheapen the cost 
i fertilizer to farmers by producing new and improved forms of fertilizer materials 
nd to provide munitions for national defense. The act further authorized TVA 
9 distribute its fertilizers to demonstrate their use and the use of improved 
prtiligation practices in agricultural development and soil conservation. 

When a new fertilizer is developed in the TVA laboratory at Muscle Shoals, 

is first tried out in greenhouse tests and on small field plots in research projects 
onducted by State agricultural experiment stations. If it appears promising, 
t is next introduced to farmers and is used by them in various farming systems to 
emonstrate its use under closely supervised conditions. This phase—the test- 
emonstration program—is conducted by the agricultural-extension services and 
cooperating farmers. Finally it is introduced and demonstrated on a wider scale 
hrough educational sales programs. The educational sales program limits ferti- 
izer to certain uses under less technical supervision than is the case in test demon- 
trations. The program is conducted by selected distributors, both farmer co- 
bperative and industry distributors. Depending on the nature of the material, 
he content of the educational program, and the response of farmers and other 
ooperators, the test-demonstration and educational-sales programs may proceed 
imultaneously insofar as some certain uses are concerned. The nature of the edu- 
ational sales program in each State is determined jointly by the land-grant 
ollege, the distributors of TVA fertilizer, and TVA, in cooperation with other 
agencies of the United States Department of Agriculture. 

The output of the TVA fertilizer plant is but a small part of the national pro- 
fuction—1'4 percent of the tonnage and 3 percent of the plant nutrients in fiseal 
ear 1954. However, the effect of this limited production of TVA fertilizer has 
been widely beneficial to both industry and agriculture. The results of TVA 
esearch and process development are available royalty-free to the industry and 
ire being widely applied. Farmers are adopting better fertilization practices and 
mproved farming systems and are demanding more economical sources of plant 
lutrients in increasing quantities. ‘Two examples will illustrate the promotional 
fects of the TVA educational fertilizer program. 

Twenty years ago concentrated superphosphate was not widely used. Farmers 
ought low-analysis phosphatic fertilizer almost exclusively. The industry was 
keptical of the concentrated product and some college agronomists doubted that 
armers would ever use it. In 1934 United States production of concentrated 
uperphosphate was about 70,000 tons. TVA improved the process and product 
nd began to demonstrate its uses through educational programs. Farmers began 
ouse it. The annual output of this material by the fertilizer industry is now 
about 900,000 tons} exclusive of TVA production. 

During periods of national emergency, TVA’s chemical operations are diverted 

tom its fertilizer-development program to the national defense effort. For 
xaraple, during World War II, in addition to supplying approximately 60 percent 
f the elemental phosphorus requirements of our Armed Forces, TVA supplied 
arge tonnages of carbide, anhydrous ammonia, ammonium nitrate liquor, and 
Ammonium nitrate crystals to the war effort. 
After the military requirements were satisfied, TVA resumed its research and 
evelopment work on fertilizers. In 1943, the use of ammonium nitrate as a 
ertilizer was almost unknown. TVA, its distributors, and the colleges introduced 
immonium nitrate to farmers in a widespread educational and demonstration 
program. It is now used as a major source of nitrogen for direct application. 
In 1953, farmers used about 650,000 tons of ammonium nitrate, exclusive of the 
‘mount supplied by TVA. 
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The results of TVA experience with these major products offer assurance ; 
similar benefits for both agriculture and industry can be gained through 
introduction and demonstration of diammonium phosphate by TVA in a sini, 
program. 7 

PRODUCTION OF DIAMMONIUM PHOSPHATE BY TVA 


Diammonium phosphate is the latest high-analysis fertilizer material + 
produced by TVA in plant-scale operations. This followed several years of 
aboratory and pilot-plant work on the process. It is the first multicomponey 
fertilizer produce’ by TVA beyond the pilot-plant stage for use in the resears 
and educational programs described above. 

Diammonium phosphate is the most concentrated solid fertilizer yet prodyed 
in TVA plant-scale operations. It can be produced by the use of either elects; 
furnace or wet-process phosphoric acid. When electric-furnace acid is sed, 
material with a plant food content of 74 percent can be produced; 1 ton of t! 
material contains almost as much plant nutrient as 3 tons of a mixed fertiliza 
of the average analysis now used by farmers. Because of its high concentratigy, 
diammonium phosphate offers an opportunity for lowering the costs of p 
food to farmers through savings in costs of transportation, bagging. handliyy 
and spreading on the land. particularly in parts of the country that are distay 
from basic fertilizer raw materials. 

As is the case with other TVA fertilizer activities, production and distribution ¢ 
diammonium phosphate are designed to benefit present and potential producer 
and consumers of the material. Many of the problems encountered in going frow 
pilot-plant to demonstration-plant operations will be solved, and this informatigy 
will be available to the fertilizer industry. The product will be used in TY4’ 
programs for the introduction of new materials so that best methods of use may 
be determined and potential markets may be fully developed. 

TVA’s production of diammonium phosphate does not involve a new pl 
Some existing facilities have been modified which provide for a capacity of abo 
40,000 tons annually. Actual tonnage produced will depend upon the amout 
which farmers will use in the educational programs for which it will be distributed. 

Initial production in fiseal year 1955 will be less than 5,000 tons for all program 
uses. Under conditions which an now be foreseen, about 20,000 tons will be pro. 
duced in fiscal year 1956 for basie agronomic research, farm test demonstrations, 
and educational sales. This compares with a potential market for commercisl 
production of several hundred thousand tons annually. 


DISTRIBUTION OF DIAMMONIUM PHOSPHATE BY TVA 


Diammonium phosphate will be used in all of the proograms heretofore foun 
effective in achieving introduction of new fertilizers and developing the best meth- 
ods of their use. In spite of the apparent advantages of the material, its high cost 
per ton (because of its high concentration) may be a deterrent to farmer accept: 
ance. Furthermore, the economics of the production and distribution of dian 
monium phosphate, in relation to alternative fertilizers, are such that considerable 
work will be needed to determine the geographic areas and the agronomic uses! 
which the material produced commercially will be advantageous to farmers. 


BASIC AGRONOMIC RESEARCH 


Results of experiment station tests of diammonium phosphate from pilot-piari 
operations have shown satisfactory crop response on test plots. They have 
further indicated that the physical condition of the product is satisfactory. Smal 
quantities of the product will be used in more extensive tests conducted by the |! 
experiment stations with which TVA has formal research projects and at stations 
in other States which want to include it in their fertilizer testing work. 


FARM TEST DEMONSTRATIONS 


Diammonium phosphate will be used on test-demonstration farms in an intel: 
sive educational program under the supervision of the agricultural extension se! 
ices of about 20 States. Its use in this program offers the best opportunity 0! 
rapidly acquainting county agents, land-grant college personnel, other prole* 
sional agrieultural workers, and farm leaders with the product. In this progra! 
emphasis will be directed toward the following: 

1. Demonstrating, on practical farms, the most advantageous specific Uses 
this product. 


upon 


+ ty 
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9 Determining and demonstrating the place of diammonium phosphate in 

mplete fertilization programs under different systems of farming. 

8 Evaluating the economic returns from use of diammonium phosphate under 
ifferent soil and climatic conditions. 

4 Obtaining farmer appraisal of crop response, storage behavior, and spreading 
uglities of the product. 

Farm test-demonstrations involve close cooperation between the farmer and 
he extension service. Fertilization and crop systems are carefully planned, and 
ietailed records are kept by the farmer in order that the results of his work may 
, adequately appraised. 


USE IN THE EDUCATIONAL SALES PROGRAM 


In addition to the more carefully supervised and reported use of diammonium 
phosphate on test-demonstration farms, the material will be used in educational 
ales programs worked out State by State among the land-grant colleges, distribu- 
ors, TVA, and USDA agencies. Carrying the educational program to the farmers 
hrough the sales process is a distributor function, using information supplied by 
TVA and the colleges. Wholesalers wi!l aid local dealers and farmers in how to 
ise and handle the product and in exploring its adaptability for use in mixtures 
and in bulk spreading. Local dealers will gain experience in promoting demon- 
trations of the use of diammonium phosphate. In addition to gaining informa- 
ion from others, the farmers will supply information on their experience with the 
vaterial. 

Tests made to date demonstrate that diammonium phosphate can be used with 
ittle risk of unfavorable experience by farmers who buy it for presently known 
ises. In these cases close supervision of farming svstems and the maintenance 
pf detailed records are not required, as in farm test demonstrations. The uses 
owhich the material may be put will be limited. Potential cost of diammonium 
phosphate commercially produced appear to favor its immediate use as a material 
or direct application in about half of the 35 States in which TVA now has educa- 
ional sales programs with selected wholesale distributors. 

A portion of the product will go into high-analysis mixtures with potash and 
other materials to make recommended ratios of the three major plant nutrients. 
Jn areas where potash is required, the outlook for its use in high-analysis mixtures 
and in blending and bulk spreading operations is favorable. Some of the material 
may be useful to dry mixers in upgrading the mixtures they are now able to produce 
vith their limited equipment, thus enabling them to lower the cost of plant 
nutrients. Mixers will be permitted to use it in this way only if the resulting 
product contains a plant food content of at least 40 percent. Deviations below 
this percentage may be made to fit particular conditions. 


DISTRIBUTION AND PRICING POLICY 


Diammonium phosphate will be made available for distribution in any State 
mow having a cooperative educational program with TVA where the material is 
suitable for use and where it could economically be supplied by a potential com- 
mercial producer. Present plans provide for TVA production of diammonium 
jhosphate for about 5 years, depending upon results obtained on the farms and 
upon how quickly industry makes efficient use of this process. 

TVA prices for diammonium phosphate will be related to the estimated costs 
at which the product could be made by efficient commercial producers operating 
inder favorable conditions, including plant location and availability of economical 
sources of raw materials. TVA prices will be close to those which might be 
charged for the product of such commercial producers, with only such price 
reduction from this base as is necessary to encourage distributors and farmers, 
who would not otherwise do so, to use this new product. 

Preliminary estimates of production costs at favorable locations indicate that 
commercial producers with an economical source of ammonia and phosphoric 
acid could sell diammonium phosphate at about $120 per ton of material, f. 0. b. 
‘uch locations, with a margin for profit. Because of the educational program 
it Which the material will be used, the resale price, or the price at which this 
material leaves the TVA plant for delivery to wholesale purchasers, is set at 
$110.49 a ton, bagged, f. o. b. Sheffield, Ala. In some cases slight deviations 
are made from this price for services rendered. This price is well above TVA’s 
cost of production, 
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RELATIONSHIP TO OTHER PRODUCERS 


According to available information there are 3 producers of diammonium phos 
phate for fertilizer use, 1 located in California and 2 in Colorado. These | have 
come into operation only recently. Their probable combined sales for caleniy 
vear 1955 are understood to be about thirty or forty thousand tons. Baid« 
these, two producers of diammonium phosphate for food and chemical uses gp 
located in Illinois and Michigan. It is understood that these firms sell dign. 
monium phosphate in small quantities for use in high-priced fertilizer specialtia 
such as transplanting solutions. 

The differential between prices for TVA diammonium phosphate and the Pri ites 
of the potential commercial producers is occasioned by the education and dem 
stration objectives of the fertilizer program. In the case of ammonitm nitrate 
where a differential also exists to promote fertilizer education, the use of comme. 
cial ammonium nitrate has steadily increased, and TVA is confident that eXpy 
ience with diammonium phosphate will be equally favorable. Although | this 
material does not offer possibilities nationally that are comparable to ammoniyy 
nitrate and concentrated superphosphate, it should develop an ultimate marks 
of several hundred thousand tons annually. Development of this market shou 
generate new commercial production of diammonium phosphate which will provid 
new opportunities for the use of byproduct ammonia and an additional outlet fy 
phosphorie acid. Many present producers of byproduct ammonium sulfate, y 
relatively low concentration fertilizer whose use is declining, can readily conver 
their facilities to make this new product. Demonstration-scale production and 
distribution by TVA will expedite the ultimate and economical development of the 
process for the benefit of many segments of industry and many farmers. 


Mr. Puruuips. Then do I take it you want the money figure in you 
justification reduced accordingly? 

Mr. Youna. Present plans contemplate the need for producing 
20,000 tons. 

Mr. Waaner. The tonnage shown would be reduced; the total 
plant food output of the chemical facilities, however, will remain about 
the same. The amount of raw material used in producing diammon- 


ium phosphate will affect our production of concentrated super 
phosphate, or our ammonium nitrate production, or the amount 0 
phosphorous we would sell for munitions. 

Mr. Puiturres. How do you plan to use the output of this dian- 
monium phosphate; how much do you expect to sell and how much 
do you expect to use for demonstrations? 

Mr. Waaner. The amount that would go into the educational 
sales program is about 19,000 tons; the amount that would go into 
the test-demonstration program is about 1,000 tons. 

Mr. Puruuies. You do not expect to sell any of it to farmers without 
the usual strings tied to it? 

Mr. Waaner. No, sir; it would be restricted to the educational 
program. 

We estimate that there should ultimately be an annual market for 
several hundred thousand tons of this material. The situation 
similar to when we began the manufacture of concentrated super- 
phosphate in the middle or late thirties. Many people in the industry 
objected strenuously. The national annual production at that time 
was 70,000 tons. They said, “That is more than enough to meet the 
demand.’’ There are about 1 million tons produc ed today. We 
hope a similar market growth can be developed for diammoniul 
phosphate. 

Mr. Paivurps. I think right here I had better interpolate something 
so that we get it in the record: that is, this whole fertilizer program, 
as you well know, is in a state of reexploration. Just as Mr. Wagner 
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id when triple phosphate, as I call it, or superphosphate as Mr. 

agner calls it, first came on the market, there was a division among 
ye users; first the school that said it was no good and said it should 
nt be used, and then the school that reported an excess of demands 

the hope by putting on twice as much as the recommendation you 
ould get twice the production in yield. 

Those things go like that and then settle down, and it is no surprise 
» those of us who represent agricultural areas that the sales have gone 
» bevond the 1 million-ton figure. But this I think should be put on 
he record, perhaps, in view of the fact we are going to have the 
tomic Energy Commission later on and question them on the same 
nbject: The tests we are now making with the use of isotopes are 
ving us an entirely new picture on a lot of things, including the use of 
rtilizers, and I will ask if you are using any of them in your experi- 
ental work down at TVA? 

Mr. Youna. Do you know if Dr. Elmore is doing any work with 
otopes, Dr. Curtis? 

Dr. Curtis. We are doing only a very little of it, the reason being 
he Department of Agriculture is doing a very excellent job in testing 
hose things. 

May I make a little further remark about diammonium phosphate? 

Mr. Rasaut. Yes. 

Dr. Curtis. Diammonium phosphate is a material that is now 
hanufactured by fertilizer manufacturers on a very limited scale. It 
snot a fertilizer that is well known in agriculture. As Mr. Young 
as said, there are only three small producers that recently got into 
peration. Unfortunately, two of them are poorly located. We 
rould like to see diammonium phosphate widely used in those areas 
) which it is economical and the soil conditions permit its use, and 
ye are going to do with diammonium phosphate just the same job 
s we have done with other materials—encourage farmers to use it and 
lucate them in its use, and then get out of the way and let industry 
0 the job. 

Mr. Puttures. That is a very good statement, Dr. Curtis. I 
ink you have had a little help from this subcommittee, in the past, 

getting out of the way when you wanted to get into the field of 
roduction away beyond the needs of research. 

Now coming back to isotopes, I am told the use of fertilizers in the 
pbbacco fields of the Carolinas has completely changed. By the use 
f them, we have discovered that certain fertilizers being put on those 
elds were not reaching the plants at all, so that has completely re- 
ised the whole fertilizer picture. And that same thing is true of some 
f the western commodities. I have in mind tomatoes, where we 
iscovered the proper fertilizers to reach the plants. 

Now my point is we have reached a point in research where you 
nnot put on the market any fertilizer at all without the sort of 
st that would be carried on by TVA, or the Department of Agri- 
ulture, which actually is the one doing it today, with the use of 
otopes; because that is the only way we can tell whether a fertilizer 
domg what we want. And we are going through the same tiing 
ith diammonium phosphate that we went through with superphos- 


hates, and I think we can save a lot of time on the basis of past 


Xperience, 
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Now, do you buy commercial diammonium phosphate? Where ( 
you get your basic diammonium phosphate; do you produce al] y 
this that you use, or do you buy any? 

Mr. Youna. We produce it from phosphoric acid and ammonia. 

Mr. Puiutures. You do not buy any? 

Mr. Youna. No. 

Mr. Puiturrs. What are you doing in TVA to evaluate the ea. 
nomic position of this fertilizer in agriculture? You say you produ 
the thing, and that is all right; but what are you doing to determin. 
just exactly what its economic value is in agriculture? 

Mr. Youna. It is the objective of the proposed test demonstratio; 
and educational sales program to determine the economic value of 
diammonium phosphate in agriculture. 

Mr. Puiturrs. What would it cost to manufacture? Dr. Curtis 
says—and I have a very high regard for Dr. Curtis—that probably 
when you have found out what this will do, you will get out of the 
way; but you are not figuring at the present time, according to any 
evidence before this committee, on just exactly what it will cost thy 
manufacturer to produce and sell it. The reason I say that is becaus 
in your own statement, again on page 9, you say the indications ar 
that commercial producers with economical sources of ammonia and 
phosphoric acid, could sell diammonium phosphate for about $120, 
ton, and here you are selling it for delivery at $110.49 a ton bagged, 
f.o. b. You are selling it today for less than you say it can be pn- 
duced by commercial producers. And I challenge that figure of the 
commercial producer; because the lowest price we can get from any 
manufacturer of it is not $120, but is in the neighborhood of $128 to 
a including all of the costs which the commercial producer has to 
include. 

Mr. Waener. The difference between the $120 figure and the 
$110.49—the reason for that difference is explained in the diammonium 
phosphate statement and I do not believe I need to repeat it, or would 
you like me to do so? 

Mr. Puruures. Not unless you want to. 

Mr. Waener. It is in the statement. The basis for that estimate 
of $120 either Mr. Young or Dr. Curtis can answer for you, I believe. 

Mr. Youna. The basis, as I mentioned before, is a presumed suit- 
able economical location for raw materials and is calculated on the 
basis of what it would cost industry, or what industry should be able 
to sell the product for, including a return on the investment. * 

Mr. Purups. If you have already testified there is such a place in 
the United States, I do not know it; but, if you can tell me where it is, 
I would like to know where you are going to get all of those factors 
just as an ideal balance in one location. 

Mr. Youna. We believe it could be produced in Memphis. 

Mr. Purtuips. You said that; but then the distance of Memphis 
to, say, California, Arizona, Idaho, or the Middle Western Unite 
States is greater than it would be from Denver where there already 
is a factory. 

Mr. Youne. Of course you have to recognize, too, that the freight 
on the finished product is probably 1auch less than the freight on the 
raw materials. 
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Mr. Pururrs. I would think myself the most favorable place for 
making it would be Utah, but I am not plugging Utah. I am trying 
to say that here we have another case in which the operating cost, 
overhead, and amortization of the cost, bags and bagging, and the 
markup that a private producer has to make, and the cost at which 
he is buying ammonia, which presently is $85 a ton f. 0. b. wherever 
it is produced, who is making ammonia now on a sufficient scale—it 
would be $90 delivered, as an average in the United States—all of 
those things have to be taken into consideration. 

J am just challenging your statement on that basis that you can 
make it at the present time to sell for $120 a ton. 

I would like you to figure it out for me and put it in the record and 
save our time. 

Mr. Youna. Our figures are based on what we think is sound 
reasoning, and we believe it can be done with wet phosphoric acid. 

Mr. Patties. What I want to know is if you will make an analysis 
of your high-analysis items that you figure into the cost, and the 
sources of supply. 

Mr. Youna. We can supply that. 

(The information requested is as follows:) 


EstIMATES OF COMMERCIAL PRICE OF DIAMMONIUM PHOSPHATE 


Estimates were prepared of the price of diammonium phosphate made by 
commercial producers using two processes. In one process it was assumed that 
electric furnace phosphoric acid would be purchased and used at a favorable 
location by a coke oven operator. In the other process it was assumed that 
wet-process phosphoric acid would be produced and reacted with purchased 
anhydrous ammonia. 

The results of these estimates are tabulated below. All prices are for bagged 
products, f. o. b. manufacturing plant. 


Product Estimated 


Location |————-————__|_ elling 


rice, 
of plant Tons per Grade ollars 


year per unit 


Electric furnace acid, byproduct ammonia from coke | Chicago... 40, 000 21-53-0 $1. 62 
ovens. 


Wet-process acid, purchased anhydrous ammonia_-.-.- Memphis. 40, 000 1847-0 1. 58 
il a a a eed a ei 


The estimates indicate that diammonium phosphate could be produced at a 
favorable location and sold commercially at a price equivalent to $120 per ton 
of 21-53-0 product. 
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Estimated cost of production and selling price of diammonium phosphate made } ‘ 
coke-oven operator at a favorable location such as Chicago . 


(Basis: 40,000 tons bagged 21-53-0 diammonium phosphate per year] 


Phosphoric acid, 75 percent H?PO* (1.000 ton, at $82) 
Ammonia, byproduct in coke-oven gas (0.269 ton, at $85) 


Raw materials cost 


Operating labor 

Maintenance 

Fuel, equivalent of 0.4 thousand cubic feet natural gas at 30 cents 
Electricity, 30 kilowatt-hours, at 5 mills 
Supplies, 5 percent of operating labor 
Property tax, 1 percent of $400-000 per year 
Insurance, 1 percent of $400,000 per year 
Analyses 

Depreciation, 7 percent of $200,000 

Bags, 20 bags per ton 

Plant overhead, 50 percent of labor 


I oc di anid ma ab ce einice ahora aera: Es 
Return on investment,! 30 percent of $500,000 per year 


Selling price, f. o. b. plant 
Selling price per unit of plant nutrient 


1 Investment for pricing includes fixed investment and working capital. 


Estimated cost of production and selling price of diammonium phosphate 
produced by the wet process at a favorable location such as Memphis, Tenu.: 


TasLe I.—Estimated cost of production of phosphoric acid 


[Basis: 19,310 tons P20; in acid per year] 

Cost per 
ton P20; 
in acid 


Annual | 
cost 


Florida eheenhate pebble, 32.5 $741, 355 | $38.39 
percent P2Os. 

Sulfuric acid, basis H2SO,4 § 11, 033, 000 53. 50 
Hydrated lime 30, 000 1S 
Operating labor | 42, 289 
Maintenance labor___....---.-.- 19, 188 | 
Maintenance materials 19, 188 | 
Electricity : 16, 390 

| 


Supplies 2,114 | 
Analyses | 4, 000 
| eee 8, 240 


Item Price Annual quantity 


Depreciation 
Plant overhead 





Cost of production of acid- 





1 $5.65 per gross ton, f. o. b. Florida mines, plus $6.52 transportation cost by water plus $0.92 unloadils 
to cars and switching. 
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TaBLeE I].—Estimated cost of production of diammonium phosphate 
[Basis: 40,200 tons 18-47-0 per year to storage] 


Price Annual quantity — poouaren 


Phosphoric acid, basis P?02 $104. 22 | 19,310 tons $50. 06 
ammonia, anhydrous NH? 86.00 | 9,500 tons _ -_.- 

Dperating labor 
{aintenance labor 
faintenance materials 

Electricity 


Insurance 


Depreciation 
Plant overhead 


Cost of production, 18-47-0 in bulk storage. 





TaBLE II].—Estimated cost of bagging and shipping diammonium phosphate 
[Basis: 40,000 tons bagged 18-47-0 per year] 


, Annual Cost per ton 
Price quantity 18-47-0 loaded 


| 


| Tons 
Diammonium phosphate $78. 31 | $3, 148, 062 
Operating labor anaes =o 46, 276 
Maintenance labor apiaata a eetiretac 6, 461 
Maintenance materials | 6, 461 
Electricity 2, 954 
Fuel, gasoline - 400 

oa 112, 000 | 
2, 314 
4, 000 

2,050 | 

: ; 2, 050 

Depreciation andl 14, 350 

DE: ON a ccicdh ay cai a ticasinlivin die naiesinien 26, 369 | 











Production cost, 18-47-0 loaded for shipment ae 


TaBLE IV.—Estimated price of diammonium phosphate 
[Basis: 40,000 tons bagged 18-47-0 per year] 


Cost per ton 
Annual cost 1847-0 


Cost of production 58, $83. 95 
Sales and administrative expense ! ‘ 3. 00 


Total cost of sales 86. 95 
Return on investment,? 30 percent per year before income tax 5, 15. 92 


Manufacturer’s selling price, f. 0. b. Memphis, in bags 102. 87 
Selling price per unit of plant nutrient 1. 


——____. 


; Includes depreciation on fences, roads, offices, and shops. 
Investment for pricing includes (1) total cost of construction, and (2) working capital. 


Mr. Putnurps. And some evidence where you figure you are going 
to get the sing Fo ammonia. 
_ Mr. Youne. May I also mention with respect to these companies 
in the West that are now making diammonium phosphate, we of 
course want to be helpful to those people. Both of the producers have 
been through our plant and we have tried to render them all the 
technical assistance we can. We want to continue to do that. We 
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think it is unfortunate they are located as they are with respect , 
the production cost of this material. 

Mr. Putuips. I want to ask you why you cannot do as well as tly 
Department of Agriculture. Out in my area the Department ¢ 
Agriculture developed some of the best methods we have in the pp. 
duction and marketing of orange concentrates and down South they 
developed peanut butter methods; but, when they had developed a 
ample supply to stimulate the market, they never went in the bug. 
ness in those things; they figured out how to do it and let somebody 
else take it from there. I think you ought to let them take it frog 
there again and save TVA some money in this budget. 


DEVELOPMENT OF TRIPLE SUPERPHOSPHATE 


Mr. Youna. Well back in 1938, when triple superphosphate wa 
being produced at the rate of 70,000 tons a year, the fertilizer publica. 
tions said it was not new, that it had been known for 30 years. Sing 
that time, as we have said, the market has been greatly expanded, 
We think that our efforts in this field have been beneficial to thy 
American farmers, and that is the primary reason why we are carryiny 
out our development work on fertilizers. : 

Mr. Puruuipes. What I want to do is to keep abreast of the time, 
and I have a question in my mind whether you are actually keepin 
abreast of the times. 1 

Mr. Youna. Let me say this, and I think it is pertinent at tha 
point. Our operation at the chemical plant, both the fertilize 
operation and the munitions operation, is essential today and | 
believe the operation of our plants and the effect of our research 
strongly influencing both fields. Is not that right, Dr. Curtis? 

Dr. Curtis. Yes, sir. 

Mr. Youna. I do not think it is a case of keeping abreast of the 
times: I think we are away ahead of the times in a lot of our work. We 
started by developing the electric furnace and put out triple supe. 
phosphate. It was claimed nobody would use that material; that 
nobody wanted high analysis material, that they wanted to continue 
with low analysis material. In those days, there was very little 
knowledge of the electric furnace method for producing phosphorous. 

Mr. Puiuurrs. Did not the Canadians practically build a new plant 
to produce superphosphate? 

Mr. Youna. As far as I know, they never produced phosphorus 
those days. 

Mr. Pures. Triple phosphate? 

Mr. Youna. I thought you said phosphorus. Yes, Canada prob 
ably produced triple superphosphate. But the objective which we 
had at that time for promoting the use of high analysis fertilizer I think 
has been proven out today. Not only that, but the work we did 0 
our electric furnace process paved the way for the expansion of the 
present phosphorus industry in this country. 

There are seven producers of phosphorus in the country today. All 
seven of them received technical information from TVA. Four d 
the plants have received TVA equipment drawings and have used 
this information in the design of their plants. 

In addition to that, our work on phosphorus in our opinion has beet 
at least partly responsible for opening up the western phosphate 
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serves and the establishment of phosphorus furnaces in that area. 
fter all, 60 or so percent of the phosphate reserves of this country 
e in those western fields. Since the beginning of our work on phos- 
norus we recognized the coming of the day when those western 
serves might need to be used, and our work on the electric furnace 
ocess I think has resulted in bringing those reserves into use. In 
ct, approximately 36 percent of the Nation’s phosphorus capacity 
bday is dependent on those western reserves for their phosphate. 


ELEMENTAL PHOSPHORUS PRODUCERS 


Mr. Ranaut. How much business is being done in the United 
tates today that you gave impetus to, of the seven plants you are 
ulking about? 

Mr. Youna. Such plants as Westvaco Division of Food Machinery 
nd Chemical Corp., Shea Chemical Co., Virginia Carolina Chemical 
o., American Agricultural Corp., and so forth. 

Mr. Rasaut. I wish you would list them for the record and put in 
pmething about the size of their business. 

Mr. Youna. Yes, sir. 

(The information requested is as follows:) 


List of elemental phosphorus producers and plant locations: 


| Monsanto Chemical Co., Columbia, Tenn.; Soda Springs, Idaho. 
Westvaco Chemical Division, Food Machinery and Chemical Corp., Pocatello, 
Idaho. 
Virginia-Carolina Chemical Corp., Nichols, Fla.; Charleston, 8. C. 
. American Agricultural Chemical Corp., Pierce, Fla.; South Amboy, N. J. 
. Victor Chemical Co., Mount Pleasant, Tenn.; Silver Bow, Mont.; Tarpon 
Springs, Fla. 
. Shea Chemical Co., Columbia, Tenn. 
. Oldsbury Electro-Chemical, Niagara Falls, N. Y. 


Noté.—The phosphorus plants listed above represent only a segment of the total 
‘tivities of these companies. Based on an estimate of the total phosphorus 
pacity of these plants the annual market value of the phosphorus produced is 
pproximatelv $93 million. 

Most of TVA’s fertilizer research has been in the phosphate and nitrogen 
elds. Many producers in these fields have benefited from the TVA work. 
vidence of such benefits are seen in the new plants, modernized equipment, 
nd advanced practices that are outgrowths of research by TVA. 

In the phosphate field in addition to TVA work on the electric furna¢e smelting 
phosphate rock practically all of the producers of phosphate fertilizers and 
hemicals have benefited from TVA research. At one time over 300 representa- 
ives of fertilizer concerns gathered at Muscle Shoals to observe new methods 
eveloped by TVA for manufacturing improved fertilizers. Many fertilizer man- 
facturers have applied this and other TVA advances in their plants. 

In the rapidly expanding nitrogen field TVA has contributed much to pro- 
ucers of ammonia and nitrogen compounds. Most prospective producers of 
mmonia and products from ammonia have visited TVA to learn of developments 
iat may be applied to their installations and some have been furnished with 
etailed drawing of our facilities for use in designing their plants. 


Mr. Razaut. Let me say I do not think the witnesses here today 
re testifying for the Agricultural Department. We have here the 
VA and they are sort of a pilot organization in this development of 
ertilizer. They start the whole thing; they make the studies and, 
{ter they are made, why the Agricultural Department, of course, is 
ery interested in their use, as they should be. Now with regard to 
here the plants should be located, my personal opinion is we have to 
heasure both the quantity of the material that will come in, as to 





the cost and the freight, and how close they are to the source ¢ 

supply, and then how widespread you could make available the produ 

that you produce with relationship to the spread in that regard. — 
(Discussion off the record.) 


VALUE OF TEST-DEMONSTRATION PROGRAM 


Mr. JENSEN. I want to say that in my studied opinion the fertilize 
branch of TVA has been by far the most valuable program of TY\ 
I mean to all the people in America. I feel that they have done, 
good job in developing commercial fertilizer which was so sorely needa 
a number of years ago and is still sorely needed to produce the ero 
which are necessary to keep America well fed and well clothed. By. 
of course, this fertilizer program, the fertilizer facilities, could hay 
gone forward without the establishment of TVA. What I mean is thy 
Muscle Shoals could have been developed as it has been up to date 
even without being a part of TVA. But I do think there are som 
things that should be straightened out in the TVA fertilizer program, 

When I was chairman of the Government Corporation Subcom. 
mittee of the Committee on Appropriations in the fiscal year 1948 
the whole committee, every member of the committee, was greatly 
surprised when we learned about the number of test farms and tly 
amount of tonnage that was in effect given away to those test farms 
and we put a limitation in the bill that year as I remember, on tle 
amount that could be given away on a test-farm basis. And I an 
quite surprised to know that you still have over 2,300 test farms. 

I am wondering just how much the farmer pays for this fertilize 
on those test farms. 

Mr. Waaner. On an average, about 45 percent of the TVA f. 0.) 
wholesale price in fiscal year 1956 and, in 1955, about 30 percent. 

Mr. Jensen. I think that came about, that present reimbursement 
came about, because of the action of the subcommittee of which I jus 
spoke. 

How can you justify 2,300 test farms at this time, at this late date, 
when almost every farmer in America knows exactly how to use thes 
commercial fertilizers? Of course you have new fertilizers coming 
out all the time like this diammonium phosphate which has not bee 
developed up to now. But certainly you are still in a giveaway pro 
gram to a very great degree, which appears to me is not necessary. 

What do you have to say about it? I mean all of it is not necessary. 

Mr. Waaner. As I indicated earlier. The test-demonstration pr0- 
gram cover 21 States. 

The number of farms per State, or per county, consequently is small. 

There are a number of uses for fertilizers which the agricultural 
colleges and the Department of Agriculture believe need further 
emphasis, since they have not yet been generally accepted. Weé 
attempt to expand those uses. 

The colleges in the Tennessee Valley States recently estimated that 
the amount of fertilizer being used in those States is only about 2 
percent of the amount which would be used if applications were mate 
at the rates recommended by the colleges. So that while farmers (0 
know about fertilizers, there are both new fertilizers and new usé 
for fertilizer; in our test-demonstration program, generally, the new? 
fertilizers are emphasized. 





263 


Mr. JensEN. Is it not a fact that farmers generally speaking would 
be glad to have you use their farms as test farms, even though they 
vere required to pay the full price of the fertilizer? They benefit 
imply from the fact that they are being used as a test farm, and you 
sre giving them over half of the value of the fertilizer, as compared 
» their neighbors, and I am telling you that the neighbors do not like 
t, when they have to pay the full price. The test farmer not only 
bets the advantage of the knowledge which you have, but also gets 
his fertilizer for less than half price. 

It does not quite make sense, Mr. Chairman. 

Mr. Waener. Mr. Jensen, the neighbors, to my knowledge, do not 
omplain about this; they are very glad for the program. Most of 
hem will say that the test demonstration program has helped their 
ommunity. In arecent survey, in one area, 77 percent of the farmers 
ho were not test demonstrators so stated. The test-demonstration 
armers are required to keep complete records. They are required to 
ry new things which their county agent recommends—in many cases 
deas which they would not otherwise try out. 

Mr. JensEN. They apparently do not object to it to the extent of 
riting to the newspapers. Of course, they do not. 

Mr. Waener. The county agents who work with these people tell 
s that some of the test demonstrators may not be willing to pay 45 
percent. We may have some of them drop out of the program as a 
onsequence. Of course, there are less farms planned for next year. 

Mr. JENSEN. How many farmers in the State of Tennessee are now 
on the test-farm basis? 

Mr. Waaner. I believe we have those figures. In Tennessee, the 
umber was 690 in fiscal year 1954. 

Mr. JENSEN. How many such farms are located in the balance of 
he country? 

Mr. Wagner. Well, let me give you the figures this way, if this will 
answer your question: 

The counties in the Tennessee Valley itself, have 1,394—and the 
area Outside the Tennessee Valley has 639. 
oe JENSEN. Well, your valley people are not doing too badly; are 
they? 

They are getting over half of their fertilizer paid for. 

Mr. Waanrer. We think we have a special responsibility in the 
ins for soil conservation and agricultural development, according 
0 the act. 

Mr. JeNsEN. Yes; that the rest of the country pays for. 

Do you haul it out to them? 

Mr. Waener. No, sir; they pay the freight on it. Test demonstra- 
oe farmers pay 45 percent of our sales price, plus the transportation 
charges, 

Mr. Jensen. You used to haul it out to the farmers who were 
located close to Muscle Shoals, and put it in a pile for them. That 
is what the farmers told me when I was down there. They thought 
It was wonderful. 

Mr. Wagner. If we did that, I did not know it, Mr. Jensen. 

Mr. Jensen. We visited a farmer down there, and I said “Well, 
you have to pay for the hauling out here; do you not?” 

He said, “No; they bring it out, and dump it in a pile, here.” 
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Mr. Wacner. I suppose the answer to your question could be foyy) 
in the records, but the point is that we do not do it now. ] 

Dr. Curtis. Could I make one remark, Mr. Chairman, to Clear up 
misunderstanding? 

Mr. Rasaut. Yes. 

Dr. Curtis. The test demonstration farmer does not get all of hi 
fertilizer through this plan, at all. In fact, on many of the test demo, 
stration farms, the part that TVA supplies is a drop in the buck» 
compared to the total fertilizer used on the whole farm. 

Mr. Jensen. Well, of course, it is mighty nice for the people dow 
there. I do not blame them for liking TVA. 

To whom do you sell most of your fertilizer? 

Mr. Wacner. I do not believe I understand your question, \\; 
Jensen. 

Mr. Jensen. Well, it is just exactly the way I put it. Who do yo 
sell your fertilizer to? 

Who receives your fertilizer? You do sell fertilizer? 

Mr. Waaner. The fertilizer goes to the farmers. 

Mr. Jensen. All right; but to whom? What kind of farmers an/ 
what kind of people? Does it go to private utilities, and privay 
industry, or cooperatives, or what? 

Mr. Waener. The fertilizer is distributed through both farng 
cooperatives and private distributors. 

Mr. Jensen. What percentage does the private distributor receive 
and what percentage does the cooperative receive? 

Mr. Waaner. In the valley we have about 12 cooperative distr 
utors and about 3 major ones in the Nation, as well as about 15 indw 
try firms. The industry firms handle about 17 percent of the total 

Mr. JENSEN. The cooperatives received about 83 percent of you 
fertilizer, nationwide? 

Mr. Wacner. That is right, sir. 

Mr. JENSEN. Here, we have the TVA, which pays no Federal taxe, 
selling a product which is produced by a non-Federal taxpayi 
Government enterprise to the cooperatives, who also pay no Fedenl 
income tax. So, here we have another chain reaction where the not 
taxpayer receives first priority, and the most favorable treatment, is 
against the fellow who furnishes the wherewithal to run our Gover: 
ment. 

I have had many complaints, and as I said, I have one right her 
before me. I think all of you know where Shenandoah, Iowa, i 
located. It is located in the heart of the breadbasket of America. 

I have a letter here from a private industry, and I quote a porti0 
of it: 

For years the cooperatives have taken all of the super triple phosphate, a 
diammonium nitrate from the great Government plant at Muscle Shoals. * 
too, sell fertilizer, and a lot of it, and are wondering if we could not get in on ts 
phosphate and nitrogen fertilizer. 

Then, he sends me a clipping from the local newspaper, apparently, 
which states: 


Triple superphosphate, 0470 car now on track. Few tons available. Get youn 
now. Cheaper when taken off the car. Co-op Oil and Supply Associatio 
Shenandoah, Iowa. 
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€ foun Then, he says, 


The purpose of TVA materials are to develop better methods of production, 
distribution, and use of fertilizer, rather than to supply material for commercial 
markets. 

What does this mean, “commercial markets?” 

Then, I have quite a few letters, or a series of letters, from 
Bumpero—that is their brand firm fertilizer—of Omaha, Nebr., and 
there are people in that district who are interested in that company 

Isent you a copy of a letter from this company, General Vogel, and 
your reply was that you were only making 30,000 or 40,000 tons of 
diammonium phosphate, and I believe you said you were selling it 
for $110.49 per ton. 

You claim, General Vogel, that the private companies could sell 
diammonium phosphate for $120 a ton, and make a profit. The 
companies claim that it an utter impossibility. They say this is 
wrong, and that they could not produce diammonium phosphate 
and sell it at a profit at the price of $120 a ton, even if they manu- 
factured their own phosphate, and their own hydroammonia, and 
paid no freight on it. They state: 

TVA proposed to produce it at $110.49 per ton, which is ruinous to private 
industry. 

I was also informed that there were some steel mills which are 
ready to produce thousands and thousands of tons of diammonium 
phosphate, but they have learned that it is impossible to sell it in 
distrib competition with TVA prices. So, until they can get a price adjust- 
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indus ment straightened out, they are not going to manufacture this product 
e totalfmm and that certainly will be to the detriment of the American farmers, if 


private concerns are not able to compete with a Government concern 
like TVA. Because of that, they will not manufacture this product 
which is so sorely needed all over the country. 


of you 


| taxes, Iam wondering if you have taken that situation into consideration, 
paying OT are you going to still insist on selling this product, which is so vitally 
‘ederim needed at a price that will deter private industries from manufacturing 


it? 


\@ Now 
ent, sm General Vocet. The Board of Directors has considered that very 
overt carefully, Mr. Jensen, and the price, as set, is truly established in an 


arbitrary manner, but it is set considerably ahead of the cost of pro- 
it her! duction, and it is believed that the quantities involved are so relatively 
ywa, im small that they should not have the effect of harming the market, as 
rica. [E'S believed by so many. 
vortiof™ Mr. Jensen. Well, now, who are we going to believe? Mr. Phillips 
read the record there, where in one statement you said you were going 
te, aif © Manufacture 20,000 tons, and at another place you said you were 
; Weg going to manufacture another thirty or forty thousand tons, and a 
on this great deal more. 
Now, who are we going to believe? 
rently, General Vocet. I think, sir, that you have had the answer to that. 
I think that you have had the answer to that to the effect that these 
t vou “e estimates made at differing periods of time, and that as time has 
ciatingm™m Moved along, those estimates have been reduced over what was 
originally anticipated. 
Mr. Jensen. I hope that nothing is done which will keep this very 
hecessary item from receiving wide distribution, and being made 
available to all who need it. 
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General VoGce.. I am sure that the Board of Directors will wish t) 
do that. I agree with you in that, sir, and I feel confident that they 
were convinced that greater productivity would be produced by on 
method or another, and that they would certainly lean to the suppor 
of the method which would get the widest distribution. 

Mr. Jensen. I hope we work to that end, gentlemen. 

As I stated in my opening remarks, I have always felt that: this 
fertilizer plant at Mieke Shoals, which I visited in 1947, is the most 
valuable asset to America, and I ‘hope it will continue to be so, but let 
us attempt to give those who pay taxes just a little break in getting 
some of this fertilizer which they need so badly. 

I do not want to do anything which would keep any of it from any 
farmer in America. Even though the State of lowa has 25 percent 
of the class A soil in America, they still use a lot of fertilizer, and jt 
has done a great job for America. 

Of course, I know that private industry has developed fertilizers 
while the TVA was developing fertilizers, and I think you have worked 
pretty closely together. I think you have given, as Dr. Curtis said: 


TVA has never missed an opportunity to let private industry in on all of the 
new developments which have taken place in TVA. 


I congratulate Dr. Curtis, and the TVA, for that approach. 

The principal thing in which I am interested is to see to it that 
nothing is done which would deter, as I said before, the farmers from 
receiving the benefits from not only TVA developments, but from 
private developments in the fertilizer field. 

Does anyone from TVA, any of you gentlemen here, care to make 
any statement in response to what I have said in my remarks? 

Mr. Razavt. I want to quote from the Tennessee Valley Authority 
Act. In the opening paragraph, it talks about the properties ow ned 
by the United States in the vicinity of Muscle Shoals, Ala., and 
states that they are to be used in the interest of national defense for 
agriculture and industrial development, and to improve navigation 
of the Tennessee River, and to control the floodwaters of the river. 

Under section 5 in subsection B, it states: 

To arrange with farmers and farm organizations for large-scale practical use 


of the new forms of fertilizers, under conditions permitting an accurate measure 
of the economic return they produce. 


Section (c) states as follows: 


To cooperate with National, State, district or county experimental stations, or 
demonstration farms, for the use of new forms of fertilizer or fertilizer practices, 
during the initial or experimental period of their introduction, and for promoting 
the prevention of soil erosion by the use of fertilizers, and otherwise. 

So, it goes on, Mr. Jensen. 

Mr. Jensen. Mr. Chairman? 

Mr. Raxpavt. Just a minute, now. 

General Vogel has said that the quantity of fertilizer, and not the 
quality or any thing, but the quantity, is very small in comparison to 
the amount of fertilizer used, and that it is for test demonstrations, as 
an incentive to produce better crops, and as an educational feature for 
the farmers, and you must make some concessions to them to try t 
get them to use it, and that has been demonstrated by the much larger 
use of fertilizers today than in former years. 

Off the record. 
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(Discussion off the record.) 
Mr. Jensen. Mr. Chairman, you read the law. 
Mr. Rasaut. Yes; I just read an extract from it. 


COOPERATION WITH PRIVATE INDUSTRY 


Mr. JENSEN. Of course, the law, as I said yesterday, is all inclusive. 
It covers the whole waterfront, and is designed to foreclose the tax- 
payers of America. It does not say one word—that law does not say 
one word about cooperating with private industry which, after all, is 
the source from which we expect and we have depended upon for the 
development of our great factories and new methods of doing every 
kind of business, including the development of commercial fertilizer. 

Mr. Rasaut. I would say to my dear friend that in the first sentence 
of paragraph 3 are the words which he says the law does not mention, 
and they are: “‘to cooperate.” 

Mr. JensEN. With whom? 

Mr. Rasaut. With national, district, and county experimental 
stations. 

Mr. JeNsEN. Yes. 

Mr. Rasaut. You have to start some place. 

Mr. JENSEN. Yes. 

Mr. Ranaut. You cannot start with someone who is not in business 
as yet. We will start here with a new fertilizer, to bring it to the 
attention of those people who deal in it. 

Mr. JensEN. Yes. 

Mr. Rasaut. It states for the purpose of demonstrations to farms 
with farmers, landowners, and associations. 

That is a broad word—associations of farmers or landowners, for 
the use of new forms of fertilizers. 

Mr. Jensen. I have no objection to that, but my objection is that 
private industry and private enterprise, the thing which has made 
America great and which will keep it great, is never mentioned in 
this law which has set up TVA. ‘They are not asked to cooperate; 
they are not directed to cooperate, and they are not invited to 
cooperate. 

Mr. Rasaur. Everything they do is wide open to industry. They 
offer their plans to industry as well as their patents. As an example, 
on one of the latest developments, five companies have applied for 
licenses to produce it. It is not in good form here to be arguing, but 
I think to say that they are not cooperating is not correct. 

Mr. Jensen. I did not say they were not cooperating. I said the 
law did not even mention that TVA should cooperate with private 
industry. 

oo Waaner. Mr. Jensen, I would like to say a word or two on 
that. 

It seems to me that the basic purpose of the whole TVA Act is to 
encourage the development of the region by the institutions, including 
private businesses, that exist there. As we have indicated at some 
length here this morning, we believe that TVA’s fertilizer operation 
does benefit the private fertilizer industry, although the primary 
purpose is to benefit the farmers. I believe that TVA’s activities in 
rota control, navigation, power, and other areas also benefit private 
industry, 
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Mr. Kirwan. What is the amount of your request for research jy 
fertilizer products? How much are you requesting? 
Mr. Youna. $1,238,000. 


TVA ENCOURAGES INDUSTRY TO USE RESEARCH RESULTS 


Mr. Krrwan. Getting back to what the chairman and the rest of 
the members have been saying, you say that TVA actively encourages 
industry to make use of promising research results? 

Mr. Wacner. That is right. 

Mr. Krrwan. You further say that its laboratories and plants are 
visited frequently, and that firms who wish to adopt TVA patents 
may obtain licenses to do so. You further state that about 60 licenses 
have already been issued? 

Mr. Youna. Yes, sir. 

Mr. Kirwan. So, you are cooperating all the way along the line 
with any and everyone from the farmer right up to private industry, 
who wants to make use of your developments? 

Mr. Youna. Yes, sir. 

Mr. Kirwan. As I recall, it was stated a few moments ago that there 
are five different firms who have gone into production on a large scale 
of some of your developments. 

Mr. Younc. Those were phosphorous producers; yes, sir. 

Mr. Kirwan. What State is capable of producing the most fer- 
tilizer? You said something about the western part of the country. 

Mr. Youna. The phosphate reserves of this country are distributed 
in three areas: Tennessee, Florida, and the West, in the Rocky Moun- 
tain area. The Rocky Mountain area contains 60 percent, or better, 
of the phosphate reserves of the country. 

Mr. Kirwan. What State of the Rocky Mountain area contains 
those reserves? 

Mr. Youna. The State of Idaho. 

Mr. Kirwan. Which of the two States of Montana and Idaho have 
the most potential production of phosphates? 

Mr. Youne. Dr. Curtis would know that. 

Dr. Curtis. Idaho would, I believe. 

Mr. Kirwan. Getting back to what General Vogel said yesterday, 
we come on down to these facts which all tie together: In Idaho, you 
have built the great Anderson Ranch Dam, which was designed to 
assist in the development of that area, and in Montana you have the 
Hungry Horse Dam, which was created for the same purpose. They 
were created, were they not, for the production of power, and to help 
develop cheap fertilizers and phosphates, and other matters of devel- 
opment out there? 

Mr. Younae. Yes, sir. 

Mr. Kirwan. Who receives, then, the benefits from these struc- 
tures? The farmers, of course. 

Also, it amounts to a relief to him from his taxes if he can produce 
cheaper. 

General Voceu. Certainly; it will help. 

Mr. Kirwan. The benefits which he derives from these projects 
amount to more than the few dollars which he is paying in taxes. 
Therefore, if you can, through research, and the expenditure of 
$1,238,000 which you have requested here, come up with just a few 
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ems to simplify and develop better and cheaper methods for his 
se, he is much better off than to pay the few dollars which the 
overnment might lose in the area of the Tennessee Valley on the 
x end of it. 

‘| think you are doing a great job down there. Your justifications 

ll us about the numerous farm people who have adopted your 
nethods, and about the other firms who have taken over your licenses; 

believe about 60 licenses have already been issued for TVA 
processes, or to manufacture and develop the equipment. 

You are doing a wonderful job, and as time marches on, and you get 
1is down to the point of one-half of what you are paying for it today, 
very farmer in the country will benefit. 

God only knows that we robbed and looted this country in years 
past. 

When you get on a train at Union Station and pass Silver Spring, 
rom then on until you get to the west coast, you will see millions 
nd millions of acres of abandoned farmland, crying for fertilizer 
und crying for the things which you are trying to develop. I, again, 
epeat that just the moment that that train gets a few miles from 
ilver Spring you begin to see scrub oak and many desolated acres 
pf ground, and areas where everything has gone to pot, but which 
ssome of the finest land on the earth, if properly developed. 

This land was robbed and looted in the past, but now you are trying 
oreclaim it. That is what you are trying to do in TVA. 


TVA FERTILIZER ACTIVITIES 


Mr. Fogarty. In regard to this map which you have presented to 
s showing the TVA fertilizer activities in 1954, am I looking at it 
orrectly when I see that the State of Utah is quite active in this pro- 
pram of test demonstrations? 

Mr. WaGNER. Yes, sir. 

Mr. Focarty. I also note that Colorado is not active in that pro- 
pram. What is the reason for that? 

Mr. Waener. Colorado has some. 

Mr. Fogarty. It is only about one-tenth of what the State of Utah 
as, 

Mr. Waener. That is right. 

Mr. Fogarty. What is the reason for that? 

Mr. Wacner. The only reason which I could give you, Mr. Fogarty, 
is that there is more intensive interest there. 

I do not know whether Dr. Curtis can amplify that or not. 

Dr. Curtis. The number of test-demonstration farms, of course, 
lways depends primarily upon the interest of the agricultural colleges 
of that area, 

Mr. Fogarty. Are these land-grant colleges? 

Dr. Curtis. Yes, sir. 

Mr. Focarty. I presume the State of Utah has a land-grant college? 

Dr. Curtis. Yes, sir; they have one located at Logan, Utah. 

Mr. Fogarty. They are not conducting any research with your 
lertilizers there, according to this map. 

Mr. Waener. No, sir; that is right. 

Mr. Fogarty. However, in Colorado they are. 

Mr. Waaner. That is right. 

a Fogarty. Still, they do not have any active test-demonstration 
counties, 
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Dr. Curtis. There is a little confusion there. The State agricultuy 
college in Utah is participating in the planning of test demonstratio, 
on the farms. They are not, themselves, at Logan, carrying on th 
experimental work which they are doing in Colorado. 

Mr. Fogarty. What is the situation in regard to the State g 
Washington? They seem to be quite active, and have quite a fey 
counties engaged in this program. 

Mr. WaGner. Yes, sir. 

Mr. Fogarry. In what phase of agricultural development are they 
interested? 

Mr. Fogarty. The State of Washington appears to have so much, 
and a big State like the State of California does not have any. Ay 
they not interested in it in California? 

I also note that the State of lowa does not have any, either. 

Mr. JensEN. We have a little. 

Mr. Foecarry. Well, it does not amount to much, as shown by this 
map. That is a great farming country; is it not? 

Mr. JENSEN. It is a great free-enterprise State. 

Mr. Waaner. Some of these States have only 1 or 2 counties jp 
which they have test-demonstration farms. The States also cop. 
tribute to the cost of this work, incidentally, and very substantially, 

Mr. Fogarty. Is it because there is more interest in the Tennessee 
Valley than there is in any other part of the country that you have 
more counties making these test demonstrations; is that the principal 
reason, that they have more interest? 

Mr. Waaner. There is more interest there. The colleges in the 
Tennessee Valley have taken a great interest in it, because the agr- 
cultural problem in the valley was a very severe one in 1933, due to the 
severe erosion problem and the prevalence of row crops. 

However, now there is much more grass and livestock. 

Mr. Focarty. Was the situation there more severe than in Louis- 
ana or New Mexico or Arizona? 

Mr. WaGner. It was a very severe one. I could not compare it 
with those other States. 

Mr. Foaarrty. In looking at this map, it raises a question in my 
mind as to whether or not the balance of the country is receiving the 
advantages out of this money which we are appropriating. 

Mr. Waaner. About two-thirds of the fertilizer which we produce 
and distribute in these programs, most of it in the educational sales 
program, goes outside of the Tennessee Valley, and about one-third 0! 
it inside. 

Mr. Focarry. That is the educational end of it. 

Mr. Wacner. The figure includes test demonstrations, but the 
bulk of the fertilizer is in the educational sales program, sir. 

Mr. Foaarty. What was that figure you gave to Mr. Jensen, as (0 
the number of test demonstration farms in the Tennessee Valley area’ 
I believe you stated there were thirteen-hundred-odd test-demonstt- 
tion farms in the Tennessee Valley area, and only 600 located out in 
the balance of the United States, 

Mr. Waaener. It was something like that, Mr. Fogarty. I was 
reading from a table which I do not have before me right now. Hov- 
ever, | would be glad to supply that information for the record if you 
would like to have a brief statement on it. 

Mr. Focarty. This map does not portray to me a very fair pictur 
of the distribution of the results of this research. It causes me 1 
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wonder why a State like Montana is not doing anything, or that the 
‘tate of Nevada is not doing anything. They are located as far away 
1s the State of Utah from your TVA area. 

Mr. Wacner. Would you like me to supply a brief statement on 
hat for the record? 

Mr. Fogarty. I think you would have to, because this does not 
look good to me. 

Mr. Rasaut. Without objection, you may supply a statement for 
he record, setting forth what is done with this program in relation to 
this map. 

Mr. Waaner. You desire a statement to indicate why some States 
have a more intensive program than others? 

Mr. Rasaut. We would like to have a statement setting forth the 
yercentage of the division of product, and how it is divided. 

(The statement requested follows:) 


Thirteen States have never participated in the farm test-demonstration pro- 
gram. Inthe earlier years, some States had no interest in fertilizer or in the whole- 
farm approach to fertilizer use. In some areas, especially in the West, arable 
soil is of high native fertility. In such regions there is little incentive to partici- 
pate in farm test-demonstrations. The farm test-demonstration program is 
cooperative. If there is insufficient interest in it at State and local levels, TVA 
does not promote it alone. Since 1947, limitations on funds have restricted ex- 
tension of the program to new States. 

Fourteen States that have participated in the program are now inactive. 
They have become inactive for various reasons, among them: 

a) Discontinuation of contract payments by TVA for land-grant college 
personnel in nonvalley States. 

(}) Virtual removal of concentrated superphosphate from the program as 
tests and demonstrations were concluded and commitments to farmers filled. 
Calcium metaphosphate now being used in the proerem is not widely accepted as 
a source of phosphate on calcareous soils in the Great Plains and Rocky Mountain 
States. 

c) Limitation on funds did not permit continuation in the program of enough 
farms for an acceptable and efficient program in all States. This reduction in the 
number of farms also increased the difficulty in shipping fertilizer to them. 

(dq) Lack of response from fertilizer use and decrease in farm income because 
of extreme drought conditions, particularly in New Mexico: 

e) Loss of program supervisor in Texas because of a temporary decrease in 
Federal extension funds for that States 


Major fertilizers distributed for test-demonstration—Fiscal year 1954 
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Mr. Fogarty. I thought at one time that the distance from th. 
TVA area meant something, but it does not work that way, because 
the State of Washington is taking advantage of some of these pro. 
grams, while the State of Nevada is not. 

The State of Washington is farther away than the State of Nevada, 

Mr. Puiuurps. Mr. Chairman, I presume the answer to Mr, fo. 
garty’s statement from the TVA would include a statement of policy 
of the TVA regarding the distribution of this material, say, 10 or 19 
or 14 years ago, at the time the large program of demonstration was 
centered in the TVA valley. 

Mr. Fogarty. Are you manufacturing any fertilizer which is not 
being used in relation to these various programs throughout the land. 
grant colleges, and these test-demonstration counties? 

Are you manufacturing any at all for outright sale for any purpose 
other than that connected with some form of research? 

Mr. Wacner. Research or education? 

Mr. Fogarty. Yes, sir. 

Mr. Waaner. No, sir; we are not. 

Mr. Focarty. The only fertilizer which you are manufacturing 
today is being used in connection with research and educational 
matters? 

Mr. Wacner. Yes, sir. 

Mr. JensEN. Mr. Chairman, I think it would be well, in connection 
with the request which Congressman Fogarty made, for the TVA 
authorities to explain why the Tennessee Valley is entitled to about 
three-fifths of all the test farms contribution insofar as fertilizer is 
concerned. 

TEST-DEMONSTRATION PROGRAM 


Mr. Rasaut. All right; put a statement in the record as to that, 
and also place a statement in the record as to how these test farms 
came about, whether they came about as a result of requests, or how 
they have come about. 


Would that take care of your inquiry also, Mr. Phillips? 
Mr. Paruuirs. Yes, sir. 


(The information requested follows:) 


Test-demonstration farms have been concentrated in the Tennessee Valley 
because of TV A’s special interest in and responsibility for agricultural development 
and watershed protection in this area. Because of the great diversity of soils in 
the valley States the area presents a compact region for tests and demonstrations 
under a wide variety of conditions. There is a great need for and response to 
phosphates in the valley. The beneficial effects of the program are needed here 
and results can be readily obtained. The valley land-grant colleges have displayed 
a wide and continuing interest in the program. 

Since 1935, test-demonstration farms have been a major means of introducing 
experimental fertilizers to farmers, obtaining information on characteristics of the 
fertilizers under practical farm conditions, and of promoting the effective use of 
fertilizers in improved farming systems throughout the country. ; 

The activities are supervised by the State and local agricultural extension 
services and become an important part of their programs for agricultural improve 
ment. Farms are selected, with participation by county and community groups, 
to represent important agricultural situations such as soils, sizes of farms, and 
types of farming. The spread of demonstrated practices is promoted through 
meetings, farm tours, and various forms of publicity. The keeping of adequate 
farm records is encouraged, and this provides material for studies of farm organ! 
zation, management, and income. 
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Mr. Maenuson. I am wondering, from looking at this map, if 
wy any chance at all that it is less practical to test these fertilizers in 
the more arid areas of the country than it is in the more moist climates? 

Dr. Curtis. Yes. Some of the fertilizers which we produce are 
not suitable for the West at all, but in regard to this general matter 
{ how many test-farm demonstrations we have, that is dependent 
rimarily upon local initiative. 

Mr. Pumurrs. I will take an exception to that, and so will Mr. 
ensen. 

Mr. Maenuson. In the State of Washington, which is my State, 
J notice that this work is concentrated mostly in the western part of 
the State, which gets much more rainfall than the balance of the 
State, and particularly that the central portion of the State, which 
is the driest part, seems to have no activity. Of course, we have desert 
and there, and we have cattle land, and forage land, as well as pasture- 
Jand, which would not be suitable for fertilizer. I would think that 
might be a factor in this distribution, as well as the local interest, 
which is generated in the program. 

Dr. Curtis. The program in each of the States is worked out with 
the local agricultural college, and its judgment largely prevails as to 
what the division or emphasis will be, and where is the best place 
to try these fertilizers. 

Mr. Rapavt. Since there has been quite a bit of discussion about 
this map, I am making the request that it be placed into the record 
at this point. 

(The map referred to follows:) 
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Resource DEVELOPMENT 


Mr. Rasaut. We now come to consideration of the request for 
resource development. 

At this point in the record we will insert page 73 of the justifications. 

(The page referred to follows:) 


ScHEDULE B-4.—Resource development (for fiscal years ending June 30, 1954, 1956, 
and 1956) 


| 1954 actual | 1955 estimate | 1956 estimate 


j | 





Income (incidental income) $21, 550 7,000 | $8, 000 


119, 082 | 93, 000 93, 000 
Forest resource development 481, 481 | 431, 000 471, 000 
Tributary watershed development ; 320, 902 | 310, 000 336, 000 
Topographic mapping eS 69, 547 | 100, 000 
Government and economics staff studies--_--_--- is Aa 


Expenses: | 
Agricultural resource development 

| 

| 


Total direct expenses: | 
Appropriated funds 547, 071 | 347, 000 | 400, 000 
Corporate funds L 547, 071 | 520, 000 | 600, 000 


1, 094, 142 | 867, 000 | 1, 000, 000 


125, 474 | 104, 000 104, 000 


Total expenses before depreciation 1, 219, 616 | 971, 000 | 1, 104, 000 
Depreciation on general facilities 192, 545 | 10, 000 10, 000 


1, 114, 000 





981, 000 


Total expenses -.-| 1,412,161 | 


Net expense of resource development Aa 390, 611 | 974, 000 | 1, 106, 000 


Nore.—In accord with the Second Independent Offices Appropriation Act, 1954, resource development 
was financed in fiscal year 1954 from appropriated and corporate funds in equal amounts. The 1955 esti- 
-mates of 40 percent from appropriated funds and 60 percent from corporate funds are based on the method 
of financing used in the Independent Offices Appropriation Act, 1955. The 1956 estimates are based on the 
same method of financing as used in 1955. 


A STATEMENT ON ReEsoURCE DEVELOPMENT 


The primary programs of the TVA as described in the TVA Act of 1933 as 
amended provide for the development of the river for the benefits of navigation, 
flood control, and power, and for research in and development of chemical products 
as fertilizer or for the national defense. Beyond these primary programs are 
significant areas of resource development related to them and not covered by 
them which require attention in order to achieve the integrated development of 
all the physical resources of the valley. These activities establish an essential 
link between engineering works and the people for whom they were built. They 
provide a meeting ground for Federal and State programs of resource develop- 
ment. They stimulate local participation in conservation activities and the 
assumption by State and local groups of increasing responsibility for resource 
development. 

The development of agricultural resources involves more than testing and 
demonstrating new and improved fertilizers and stimulating the spread of better 
farm and home practices. There are problems to be met through economic 
analyses, through a precise knowledge of the region’s soils, and through studies of 
existing conditions which have a bearing on the wise use of agricultural resources. 

One of the great resources of the valley is its forests, to which the act directs 

TVA to devote attention. These forests are a significant feature in watershed 
protection, but TVA’s river development work taken alone does not extend to 
forest conservation and utilization. 
, The problems of small tributary watersheds are not everywhere alike, nor are 
ey miniatures of the problems involved in developing major rivers. Beyond 
ts river-control activities, TVA cooperates with State and local agencies in seeking 
‘olutions to the problems of small watersheds and in demonstrating techniques for 
developing these tributary areas. 
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There are certain data collection activities that benefit many programs |. 
are not strictly a part of any one of them. Topographic mapping is an exam»), 
of such work. In cooperation with the United States Geological Survey, TVs 
provides topographic maps for its own use and for the use of the region, ~ 

For budget planning purposes, TVA includes related development activities gy. 
as agricultural and forest resource development, tributary watershed develo, 
ment, and topographic mapping in the category ‘Resource development.” | 
characteristic feature of these activities is that they involve extensive cooperatig) 
with other agencies, both public and private. TVA’s principal role is to stimula 
research, to aid in identifying and solving resource development problems, and j 
aid in demonstrating practical applications of research findings. 

A second characteristic is the changing nature of these activities, either as » 
content or sponsorship. When TVA was established, State and local resoyr 
development agencies were few and weak. TVA has stimulated their grows 
and has constantly encouraged them to assume increasing responsibilities fy 
leadership in regional development. As other agencies take over a part or allo 
a project that TVA may have initiated or in which it may have been a leadiny 
participant, the Federal partner withdraws. There are many examples of thi 
shift of responsibility during the past 21 years. 

TVA is constantly alert to opportunities for Federal-State cooperation jp 
resource development projects. Its contribution to regional development is smal 
in terms of dollars, is great in the effect it has upon State and local agencies, 4 
part of TVA’s resource development program is the identification of areas in which 
State and local agencies can make greater contributions, encouragement of mor 
aggressive programs at State and local levels, and ultimate shifting of the positioy 
of leadership. This is done as an orderly process and as an integral part of a 
action program. 

During fiscal year 1954 actual obligations for resource development wer 
$1,094,142. The 1955 estimate is $867,000. The estimate for 1956 is $1 million, 
Details of the activities covered by this estimate are given in the sections whieh 
follow. 

The Independent Offices Appropriation Act of 1954 provided for financing related 
resource development activities equally from appropriated funds and corporate 
funds. Under the Appropriation Act for 1955, 40 percent of the program costs 
will be financed from appropriated funds and 60 percent from corporate funds, 
The same method of financing as that followed in 1955 is proposed for 1956. 


AGRICULTURAL RESOURCE DEVELOPMENT ($93,000) 


The Tennessee Valley is important as an agricultural region. There are ove 
23 million acres of its land in its 300,000 farms. More than 1% million of its 
people live in rural areas. The concern of the Congress for developing the valley’: 
agricultural resources in the overall development of the region is made clear 
throughout the TVA Act of 1933. In the title to the act, Congress expressly 
declared that one purpose of the law was “‘to provide for the agricultural * * * 
development of said valley * * *.”’ This intent is more clearly spelled out in 
sections 1, 5, 22, and 23. 

The main approach to the improvement of agriculture in the Tennessee Valley 
is through the fertilizer and munitions-development program (see pp. 59-72) 
This program emphasizes production of new and improved fertilizers and thei 
use in improved agricultural practices. The development of land resources must 
go beyond the use of mineral fertilizers and land-use adjustments. For this 
reason, TVA engages in several activities dealing with other aspects of agricil- 
tural resource development. The nature and extent of these activities depen 
upon current needs of valley agriculture. During the years TVA has begun até 
concluded some very profitable research activities, such as food-processing tt 
search and agricultural engineering research and development. Now that other 
agencies, both public and private, are better equipped to provide for local nee 
in these fields, TVA has devoted its attention to other agricultural resource 
development problems which are described in the following sections. 

These activities are in the main cooperative projects with State agencies, de 
signed to encourage a fuller development and use of agricultural resources consis 
ent with sound conservation practices. The changing character of agriculture” 
the valley and the rapid industrialization of the area sharply emphasize the nee 
for an integrated program. The projects are selected on the basis of curret! 
program needs. In the case of joint undertakings, TVA and the other cooperatos 
determine the nature and scope of the project. The results are made availa 
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through demonstrations, conferences, and published reports to interested State 
and local conservation agencies, development groups, and individuals. 

During fiscal year 1954 actual expense of these activities was $119,082. The 
1955 estimate is $93,000. The estimate for fiscal year 1956 is likewise $93,000. 


Economic analyses of valley agriculture—$36,000 


In order to plan an effective program of agricultural resource development, the 
TVA needs current data on the status of the resource and trends in its use, and a 
basic knowledge of the conditions that have retarded or stimulated it. To help 
in the identification of the problems and opportunities of valley agriculture, to aid 
in the development of solutions to these problems and the formulation of corrective 
action programs, and to provide bases upon which program results can be evalu- 
ated, TVA conducts limited agricultural economic analyses. Data available from 
other Federal agencies and from State and local sources provide the basis for these 
analvses. In these studies, data on such factors as agricultural production, 
family income, farm employment, market development, community improvement, 
and the effects of part-time farming are analyzed and interpreted from the aspect 
of valley rural economy. 

Some of these analyses are continuing and are concerned with keeping specific 
economic indicators in a current state for day-to-day planning, management, and 
program evaluation uses. In addition, answers are sought to specific questions 
such as those reiating to significant changes in valley agriculture over a long period 
of time and the effects of these changes, the future of valley agriculture, and the 
steps that should be taken locally to assure the full and wise development of 
valley agriculture. The answers obtained to these questions and the data current- 
ly available on agricultural resource status and trends are useful to TVA and other 
agencies in planning action programs. 

The titles of three recent reports prepared under a project now in progress show 
something of the nature of the economic analyses of valley agriculture covered 
by this budget estimate. These reports are Comparative Data on Farm Income 
and Employment, 1929-51; Differentials in Farm Income and Employment in 
the Tennessee Valley Region Counties; and The Changing Agriculture of the 
Tennessee Valley. The third report, to use it as an example, gives a clear picture 
of some of the things that have taken place in valley agriculture and points up 
some problems of agricultural development that demand early attention. Among 
other things, this analysis shows that off-farm employment is a characteristic 
feature of the rural economy of the Tennessee Valley. In 1950 one-fourth of 
the valley farmers had substantial off-farm employment. Over one-third of the 
farm families received more income from nonfarm sources than from their farms. 
Beyond this, almost one-half the valley farms are either part-time or purely 
residential. Whether this is good or bad from the point of resource use and 
conservation is yet to be discovered. A research project directed toward apprais- 
ing the impact of nonfarm work and identifying the steps to be taken to remedy 
any adverse effects of the practice will be initiated in 1955. This activity is 
described (see pp. 83-84) under the heading ‘Part-time farming studies.’’ 
Similarly, other programs or shifts in program emphasis have been determined 
on the basis of background data on the region’s agricultural economy. 

During fiscal year 1956, background studies will be continued, with emphasis 
on an analysis of the 1955 census of agriculture for the valley States, research on 
the causes of low farm income in the area and the barriers to the flow of capital 
to agriculture, and further study of farm size and farm population. 


Soil survey, $5,000 


Proper use of mineral fertilizers in sound farm systems, the development of 
good agricultural practices for local conditions, and the appraisal of the results 
of land-use adjustments involve a precise knowledge of local soil data, much of 
which can be obtained only through soil surveys. A soil survey is an inventory 
of soil resources of an area, in which the soils are identified and classified according 
to their inherent physical and chemical characteristics and such natural features 
as stoniness, slope, geographical position, and drainage. The survey also shows 
extent of erosion, degree of plant nutrient depletion, and current productive 
capacity and potentialities. For public use, a report is prepared for each area 
surveyed, usually on a county basis. This report contains a detailed map, a 
description of each soil type, and a discussion of the relationship of the soils 
covered to agriculture. 

_ When TVA was organized, little information was available on Tennessee 
Valley soils. Soil-survey work is a national project of the United States Depart- 
ment of Agriculture. In order to intensify the activity in the valley, TVA, the 
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USDA, and the agricultural experiment stations of the valley States begay 
cooperative survey of the soils of the greater part of the region. The valley po, 
tions of North Carolina, Virginia, and Mississippi were mapped under th 
cooperative program, and mapping in the other four valley States was far gi. 
vanced. TVA suspended its active participation in field mapping work early ; 
calendar year 1954. USDA and the States are continuing the work. “- 

Soil survey data are useful in research in and demonstration of the best tse ¢ 
agricultural resources. These surveys serve as a basis for the study of fertility 
levels and the determination of fertilizer requirements. They are helpfy} jy 
evaluating the productive capacity of individual farms and the suitability of thy 
land for various types of farming. They aid in choosing the location of exper. 
mental farms and plots and in selecting farms for testing and demonstrating TY, 
fertilizers. They provide a basis for applying test-demonstration results obtained 
in one locality to the same soils on farms in other localities. 

TVA is now cooperating with the University of Tennessee on a project aime 
at encouraging the wider use of soil-survey data. Studies will be made of the 
interpretation and utilization of this type of information in individual fary 
planning. This work, initiated in fiscal year 1955, will be continued during 
1956. It is expected that it will permit the region to derive even greater benef 
from the present investment in soil-survey data. 


Research on forage crops and animal industry, $10,000 


Many of the farms of the Tennessee Valley are small and the most of them a» 
readily erodible. This is especially true in case of farms in the mountainoy 
section of the valley. There are over 32,000 farmsin the mountains of western North 
Carolina and almost 12,000 in the hill country of north Georgia. An almost wni- 
versal problem in such an area is to find ways whereby a farmer can make a living 
without destroying his soil resource in the process. The TVA has a dual interest 
in the problem. It is interested in farm income and it is especially concerned with 
what happens to the farmer’s land. 

It is generally recognized that pastures and meadows are essential components 
of conservation agriculture. A significant aspect of TVA’s fertilizer development 
program has been its emphasis on the use of chemical fertilizers on cover crops. It 
is likewise generally accepted that pastures and other forage crops supply foot 
for cattle, sheep, and goats more cheaply than other sources. This suggests that 
animal industry provides a solution to deriving the best income from many farms 
consistent with sound conservation practices. 

In cooperation with the agricultural experiment stations of North Carolina, 
Georgia, and Alabama, TVA is doing research on forage crops and animal industry 
in an effort to determine superior forage crops and feed production systems for 
the region. Most of the forage crops now grown in the Tennessee Valley have been 
introduced from other regions. Most of the research on them has been done else 
where under quite different conditions. This requires that some regional 1 
search be done if the best forage crops for that area are to be identified. 

Forage research involves the determination of the reasons why some crops are 
more palatable, more digestible, and more nutritious than others. Applied r 
search relates to questions of such immediate importance as what pasture crop § 
best for milk production and at what age can dairy calves obtain all their needed 
food from pastures. 

The cooperating institutions pay the greater part of the cost of these studies 
of forage crops and animal industry. Results of the studies are made available 
to farmers through local channels of communication as soon as they are proved. 

Studies of the management of land for the most efficient production of anima 
feed will be concluded during fiscal year 1955. A current study of the chemical 
factors affecting the nutritional quality of forage crops and the correlation 0 
animal response to the various constituents of forage plant will be continued 
during 1956. 


Agricultural development in problem areas, $22,000 


Within a rapidly developing region some local areas fail to keep pace with the 
improving agricultural, forestry, and general economic conditions of other localities 
Catoosa County, Ga., is such an area. The county’s agricultural developmet! 
has been retarded, partly because of poor soil, partly because of poor agricultural 
practices. Development of related resources has likewise been slow, althoug! 
several agencies are available to assist in the development of the area. 

Late in calendar year 1951 local leaders in the county asked TVA to cooperalt 
in a local development program involving several Federal, State, and local agel- 
cies. TVA agreed to assist in the project because of the opportunity it offered 
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o support local initiative in a much needed conservation program. TVA’s 
primary contributions are furnishing technical assistance, reimbursing the Univer- 
ity of Georgia for the services of an assistant county agent, and furnishing some 
ertilizer for an increased number of test-demonstration farms and seedlings 
or reforestation. ‘ 

The primary tool for development in Catoosa County is a local development 
hoard, composed of county officials, representatives of agricultural agencies, and 
epresentatives of various farm groups and civic bodies. This sponsoring group 
works through a smaller planning committee and seven action committees. 

The most significant result of the Catoosa County development, now in its 
hird year, has been the creation of a local organization, the development of an 
integrated program, and the stimulation of local interest. During 1954 at least 
1 educational or demonstrational program was conducted by 1 or more of the ac- 
ion committees. They attracted a large number of participants. 

During 1956 the same approach to agricultural development in Catoosa County 
will be continued. TVA will supply 127 tons of calcium-metaphosphate fertilizer 
ion a partial-payment plan to 65 test-demonstration farms and will pay the ex- 
penses of the assistant county agent who works with test-demonstration farmers. 
Approximately 400,000 tree seedlings will be distributed for planting on private 
lands. 

Part-time farming studies, $20,000 

Economie analyses of valley agriculture show that the trend to part-time 
farming is one of the significant developments of the past 20 years (see pp. 78-79). 
This trend is more pronounced in the Tennessee Valley than in the area immedi- 
ately adjacent to the valley. The 1940 census reported that 19.4 percent of the 
valley farmers worked off the farm for 100 days or more. By 1950 this percentage 
was 25.6. These figures indicate the growing importance of combining farm and 
nonfarm work to make up the family income. 

What is happening in the valley is a logical consequence of the rapid industriali- 
zation of the area, which creates new markets for local labor and new sources of 
income for low-income families. More than 140,000 valley farms are operated 
by part-time farmers or are classified as residence farms. This is about 23,000 
more than were so classified 10 years ago. It is probable that these 140,000 
farms contain a great deal of land that is being put to no productive use. It is 
also likely that soil resources are being lost through the virtual abandonment of 
thousands of acres of land that was once cultivated. 

TVA, the University of North Carolina, and the University of Kentucky will 
begin cooperative research projects on part-time farming in the respective States 
in fiscal year 1955, which will be continued in 1956. The institutions will do the 
fieldwork and some evaluation studies, with partial reimbursement of cost by 
TVA. TVA will give technical assistance and will evaluate research findings. 
The studies will be carried out in counties with a high proportion of part-time 
farmers and rural industrial workers. The objective of the study is to identify 
the problems associated with part-time farming and to study the educational pro- 
grams needed to help part-time farmers make the best use of their land. Ways 
will be sought to assist in the reorganization of rural communities that have been 
disorganized by the impact of industrialization. The cooperation of employers, 
organized labor, and local groups will be solicited. 


FOREST RESOURCE DEVELOPMENT ($471,000) 


Forests constitute one of the major basic resources of the Tennessee Valley. 
They cover 14 million acres, 54 percent of its area. One objective of the Tennessee 
Valley Authority Act of 1933 is the development of the region’s forests. In 
accord with the intent of the act, TVA’s interest in the woodlands of the valley 
centers around the twin needs of protecting the Tennessee watershed and of using 
the forest resource to the best economic advantage. 

lhe publie interest and the public investment in an extensive system of dams 
and reservoirs for water control and utilization in the Tennessee Valley require 
the conservation and development of forests. This protective forest cover 
retards excessive flood runoff, aids in the retention of ground water for stabilized 
streamflow, and helps to control soil erosion and reservoir siltation. This interest 
In forests as agents in soil and water conservation is only one side of the picture. 
The other side shows the forests as a significant asset supporting a great segment 
of the region’s economy. Because of its concern with the orderly economic 
development of the region, TVA is vitally interested in the wise utilization of the 
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forest resource as well as in its conservation. It recognizes that sound econon; 
development of the forests is consistent with the development of forests for wate. 
shed protection. 4 

The forest resource of the Tennessee Valley provides one of its largest sing) 
demands for labor in the region. One in every five industrial wage earners in the 
valley works in the wood-processing or wood-using industry. The valley’s fore: 
business is valued at $350 million a year, a figure that can be increased to § 
billion a year under better management. 

The national importance of the forests of the Tennessee Valley lies in th 
abundance and quality of the hardwood stands within close reach of major forest 
industry centers. They supply much of the oak flooring for home constructigy 
and provide hardwood veneers and dimension stock for the expanding furnitye 
industry. Oak, vellow poplar, and gum are of good quality, and hickory fo 
striking-tcol handles is abundant. The paper mills of the valley lead in har. 
wood for semichemical pulping. Several tannic acid extract plants provide tannip 
for the leather industry and corrugated board for containers. Many smaller 
industries provide specialized products throughout the Nation, such as dogwood 
shuttles, custom furniture, ete. 

Eighty-two percent of the forest resource of the Tennessee Valley belongs to 
some 245,000 private landowners. Processing the timber begins with some 4.0) 
sawmill and timber operators. Prior to 1933 these owners and operators had no 
clear idea of the requirements of sound forest management or of their individug 
and collective responsibility for conserving and utilizing a resource of such vital 
importance to them, to the region, and to the Nation. Despite the obvious 
conclusion that the forest owners and timber operators are together the key to 
both conservation and development, they were not included in pre-1933 con. 
servation programs. At about the time TVA began its forest resource develop- 
ment program, the major Federal forestry project in the Tennessee Valley was 
the acquisition of forest land by the Federal Government and its management by 
the United States Forest Service. Reforestation was almost unknown; 1.9 million 
acres of seriously eroding or idle land was in need of reforestation in 1933. Less 
than half the forest land had any organized fire protection, and that inadequat 
Over 234 percent of the protected land burned each year and from 10 to 20 percent 
of the unprotected land was annually burned. So far as can be learnea, none of 
the privately-owned forest land in the valley was under sustained-yield manage- 
ment in 1933. The timber operators did not know how best to utilize the second 
growth timber stands in the valley as their practices were largely those developed 
in exploiting virgin forests that had largely disappeared. The value of the forest 
business was less than $100 million a vear. 

The basic premise of TVA’s forest resource development program is that pri- 
mary responsibility lies with the forest-land owners and the timber operators of 
the region. They own and use the resource; they benefit directly and materially 
from its prudent management. Until they recognize and accept their responsi 
bilities, forest conservation and development will be handicapped. 

It is recognized that there are area responsibilities belonging to the States, 
Protection of the forests from fires and from disease and insect infestations, 
reforestation, and broad educational programs, including the promotion of better 
management, are beyond the abilities and responsibilities of individuals. The 
valley States are assuming increasing responsibilities for these functions. The 
TVA’s function in forest resource development is to assist State and local aget- 
cies—and through them individuals and firms—to identify their responsibilities 
and opportunities and to help integrate the efforts of individual, State, and local 
enterprise. TVA conducts research, obtains essential facts, develops and pro 
Ses new ideas, aids in demonstrating improved practices, and stimulates greater 
Btate and private participation. TVA helps the States meet their responsibilities 
in the fields of reforestation, fire protection, and forest development. ’ 

This approach has resulted in a great improvement in the forest resource of the 
region. The combined efforts of individuals, State and local agencies, and TVA 
have reversed the earlier trends of forest exploitation, followed by eventual 
Federal ownership. The individual activities making up this development pI 
gram are described below. Actual expenditures for forest resource development 
in 1954 were $481,481. The estimate for fiscal year 1955 is $431,000. The 190" 
figure is $471,000. 


Analysis of valley forests, $75,000 


The forest resource development program of the TVA and of the State and loca! 
agencies of the valley requires the collection and analysis of valleywide and loca! 
data on the extent, nature, growth, use, and condition of the forest resource an¢ 
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1e type of management it is receiving. This is essential to the best utilization of 
he forest product and to the proper management of forests for watershed protec- 


ion. Except as TVA has provided it, precise local information of this character 
not available. The United States Forest Service undertakes to present very 
eneralized data for States and broad regions in its nationwide forest servey pro- 
am. This information is not precise enough for industry and agency use in local 
‘tuations. ‘TVA assists the United States Forest Service in its broad survey 
program and to the fullest extent possible utilizes Forest Service data in develop- 
ig localized information. 

TVA conducts a continuous inventory of the forest resource of the valley. This 
mirvey is made by counties with the objective of covering the entire valley once 
very 10 years. ‘Two States have assisted. During 1954 a major pulpwood buyer 
n the valley assisted in conducting the inventory in western North Carolina. 
jata obtained through these surveys are of great value both to forest industires 
snd to conservation agencies. Decisions on plant location and type of product 
epend to a great degree on the availability of reliable data on timber resources. 
‘or example, a large newsprint manufacturer now in production in the valley 
Hecided to locate here because forest-inventory data showed the forest resource 
ould supply the needed pulpwood. Explorations making use of TVA resource 
jata are now in progress to determine the location of another large pulp mill. 
)pportunities for fuller utilization of specific forest types, such as hickory and other 
ardwoods and cedar, are disclosed by forest-resource inventories. Conservation 
agencies can take this localized information and use it in planning educational 
rograms, demonstrations, and promotional activities aimed at areas of acute 
roblems or unusual opportunities. During 1956 the forest resources of eight 
alley counties will be inventoried, about the same number that were surveyed 
n 1954 and 1955. 

Background studies'of the valley’s forest resource show that only 12 percent 
pf the privately ownéd timberland is satisfactorily managed and that only 4.5 
percent of the forest-land owners are satisfactory managers. This indicates a 
eed for more attention to management training and to the development of 
evices to accelerate the adoption of good management practices. With the 
acts obtained through analyses of valley forests, TVA and cooperating agencies— 
tate, local, and industrial—will concentrate on stimulating greater interest in 
sound forest management and on finding a solution to the problem of managing 
he many small fgrest holdings of the region. Action programs of this character, 
riginating in basic studies such as those described, are undertaken under other 
orest resource development programs described in the following sections. 

TVA has encouraged and has assisted in the establishment of consulting foresters 
in the valley to provide services needed by forest-land owners. An analysis of 
he use to which consulting foresters have been employed in the valley will be 
made, with emphasis on the types of services provided, the type of landowners 
hho employ them, and the relationship of private consulting foresters to public 
gency foresters. On the basis of this analysis, recommendations will be made 
nthe way that TVA participation can be made most effective in relationship 
0 the work of private foresters and on the way that public advisory services can 
e reduced in favor of private consulting services. 


Assistance in sustained forest productivity, $129,000 


If the forest-land owner is to make the best use of his holdings, both for financial 
return and for soil and water conservation, he must have information and tech- 
nical assistance in applying sound management practices to individual holdings. 
the analyses of valley forests described above have shown this need clearly. 
to help keep the forest productive, TVA collects and maintains up-to-date 
buformation on the forest-products industry and its requirements, conducts inves- 
‘gations aimed at increasing forest production, and through demonstrations 
illustrates practical methods of scientific forest management. Projects are chosen 
i the basis of current needs and are cooperative undertakings, involving indi- 
Vidual owners, the wood-using industry, and State and local forestry agencies 
fs well as TVA. Close cooperation is maintained with State planning commis- 
ions and State conservation departments. 

Three problems of forest management are particularly important at this time. 
Annual hardwood timber growth is in excess of the amount harvested and the 
quality of the remaining hardwood is decreasing because high-grade trees are 
being removed and low-grade trees are left to grow for future use. This trend 
lould be reversed. The second problem likewise relates to growth and harvest. 
ine sawtimber in the Tennessee Valley is being cut faster than it is growing. 
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This imbalance between growth and drain jeopardizes the permanence of indy, 
tries depending upon a supply of pine sawtimber. Solutions to the problem j, 
in the increased growth of pine through slowing the encroachment of hardwoods a 
pine areas and converting low-grade hardwood to high-grade stands or to es 
production. The third area problem is the development of procedures for ti 
better management of young pine plantations and natural stands. Some 250,(jj 
acres of land in the valley have been reforested during the past 20 years, largsiy 
in pine. Many of these pine plantings are now reaching usable size and must jp 
brought under a system of management devised for them if optimum return fro, 
them is to be achieved. 

The economic importance of these pine plantings to the landowner, to gp 
nothing of their value in soil and water conservation, can be simply stated. The 
product of the first thinning of 200,000 acres of pine planted in the valley, pe. 
formed when the stands are 15 years old, will be worth $3,600,000 at preseg: 
prices for pulpwood. The residual stand will have a value of $6 million which} 
well managed and protected for the succeeding 30 years will be worth $80 milligy 
as sawtimber. This is but a part of the vast resource, privately owned, for whic) 
sound management is sought. 

Sound management involves sustained production. The best opportunities fi 
accelerating forest development lie in sustained-yield management of the privately 
owned woodlands of the valley. There are many ways of doing this. One ways 
to encourage more owners to use the services of consulting and industry forester 
to a greater extent. Wood-using industries can be encouraged to acquire mor 
forest land and to manage it for more and better production. Industries, incly;. 
ing sawmill operators, can be encouraged to cut the trees they buy with concen 
for the future of the resource upon which they depend. The widespread adoption 
of landowner-forester contracts through which forest lands may be systematically 
developed with a minimum current financial outlay by the owner can be encour 
aged. Economic management of small holdings can be facilitated through th 
establishment of mutual associations of the owners in the creation of operable 
forest units. 

Kssentially this is an educational process carried out through two types o 
activity, investigations to determine the facts and demonstrations to bring in- 
proved practices to the attention of the landowners. To date, 27 cooperative 
demonstrations involving a half million acres of forest land in large tracts have 
been established. More than 250 farm woodland management demonstrations 
have been started. Sixty-nine timber harvesting demonstrations have been hell 
with an attendance of about 5,700 persons. 

The estimate for 1956 provides for the continuation of studies of pine manage 
ment and stand conversion and hardwood improvement studies now in progres. 
It will enable TVA to participate in 18 cooperative timber harvesting demonstr- 
tions, 2 cull tree removal and underplanting demonstrations, and 2 tree-grade 
demonstrations. TVA foresters will work with owners and private foresters t 
encourage the wider use of consulting foresters, possibly through long-term man 
agement contracts. Two forest landowner mutuals will be established withsome 
TVA staff assistance. Continued guidance and assistance will be given in the 
establishment and maintenance of forest-management demonstrations. 


Assistance in forest protection, $35,000 


Before forest lands can become fully productive they must have adequate 
protection from such destructive agents as fire, insects, and disease, and from 
destructive practices such as woodland grazing and poor logging methods. 

Forest-fire control is a major activity in the protection of the valley’s forests. 
It is a State responsibility. The TVA now assists the States in fire-protectiol 
programs to a limited extent in specific problem areas and on special projects, 
such as the one in North Carolina described on page 93. 

In 1933 only half of the woodland of the valley had any kind of protectiol, 
and it inadequate. Woodland ownership and development under such condition 
was not a good business risk. In 1937 and 1938 TVA made the first systemati( 
survey of the fire situation and needs of the region. Having determined tle 
facts, TVA undertook cooperative projects to stimulate fire-protection work anf 
to arouse an interest in fire-prevention activities. 

One hundred and one of the one hundred and twenty-five counties of the 
Tennessee Valley now contribute to the financial support of the fire-protection 
programs of their respective States. The quality of protection has been steadily 
improving and the average annual burn has been decreasing. More attentil 
needs to be devoted to fire prevention as well as to fire suppression. 
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tee Twenty years ago cattle grazed freely in the most heavily forested counties of 
roods | he valley, doing incalculable damage to the woods. The educational work of 
to . VA and other agencies brought about a steady diminution of the open range 
fol rea of the valley. Recent passage of a fence law in Wise County, Va., closed 
250,009 ne of the few remaining areas of open range in the valley. However, several 
largely housand individual owners still need to be informed of the ill effects of woodland 
nust be razing to their individual interests and to the public interest. 


Logging in the hills and mountains of the Tennessee Valley is too often followed 
by erosion and consequent damage to the watershed because of poor design and 
ication of roads and poor drainage and skidding methods. In cooperation with 
ther agencies TVA has conducted demonstrations of logging methods that are 
not destructive of watershed values. One of the first watershed protective loggin 
Hemonstrations in the area was on the municipal watershed of Waynesville, N. ce 
The principles demonstrated there are finding application elsewhere. 

The TVA’s role in forest protection is to stimulate State and local agencies, 
yoodland owners, and timber operators to eliminate or reduce major forestry 
isks. This it does through cooperative research and demonstration. The small 
sstimate for fiscal year 1956 will provide for investigating the possibilities of a 
hree-State fire-prevention program in the area where Alabama, Georgia, and 
Tennessee join. Assistance will be given in beginning local fire warden training 
chools in Virginia and Tennessee. A watershed protection logging demonstra- 
ion will be conducted. Arrangements will be made for more intensive use of 
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includ meee” grazing demonstration plots already established. State divisions of forestry 
nee ill be given assistance in extending fire protection, in using key fire danger 
Joption tations, and, in cooperation with other Federal agencies, in making surveys of 
aticallr nsect and disease outbreaks. 


In cooperation with the State forester of North Carolina, TVA is making a 
study in western North Carolina to develop and test a method for determining 
he point of diminishing returns on probable expenditures for fire control. This 
projeet, started late in fiscal 1954, will be continued in 1955 and 1956. 


Reforestation, $119,000 


In 19384 conservationists estimated that there were 1.9 million acres of seriously 
roding or idle land in the Tennessee Valley in need of reforestation. Despite the 
meed for reclaiming this wasting land, there was no great interest in reforestation 
and adequate forest nurseries did not exist. Up to that time only a thousand 
acres Of land had been reforested in the entire valley. There were many reasons 
forthis. The most immediate reasons were the absence of an effective promotional 
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Lanages rogram of tree planting and an adequate supply of seedlings. This lack in turn 
Progress, ould be traced to the weakness of local conservation agencies due to public apathy. 
onstt MB This failure to build up the forest resource went hand in hand with the failure to 
e-grade rotect the existing resource from fire and other destructive agents. 
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By the act of Congress creating it, TVA was directed to develop the best methods 
or reforestation and to aid in the control of erosion.in the Tennessee Valley. One 
of its first major forestry activities was the establishment of nurseries to produce 
a for planting on its reservoir lands, on other public lands, and on private 
ands, 
Reforestation is a cooperative enterprise in the valley. TVA makes surveys to 
determine the broad needs for planting, provides teadership and program coordi- 
nation, and evaluates results. A TVA nursery produces a part of the seedlings 
needed. State and county conservation agencies, civic bodies, banks, and forest 
products industries cooperate in promotional work and in seedling distribution. 
Flanting and protecting the seedlings is the landowner’s job. Since the reforesta- 
tion program in the valley began, 35,000 landowners have planted trees on 224,000 
acres of privately owned land. Under present budget restrictions, no more than 
sere seedlings, enough to reforest about 50 acres, will be supplied to any one 
andowner, 
The value of 224,000 acres of reforested land is obvious. In the first place, 
200,000 acres of the most seriously eroded and idle land in the valley has been 
stabilized and changed from a liability to an asset, both in terms of watershed 
protection values and in terms of dollars. Fifteen-year-old plantations are 
already producing an economic return. TVA recently sold as pulpwood the 
of the th : ° 
nahi Innings from 8,000 acres of reservoir land planted some 15 years ago for about 
tect: ME 5'8,000 more than the estimated cost of the reforestati during 1956 
teadily ME Ant re than the estimated cost of the reforestation program during 1956. 
tention Applying this value to private lands, there is $3,600,000 worth of pulpwood from 
thinnings that is now ready for cutting or that will be as each stand reaches 15 
years old. That is more than the cost of TVA’s reforestation work for the past 
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20 years. The residual stands will, when 45 years old, be worth at least $39 
million at today’s prices for sawlogs. " 
TVA seedlings production is limited to the output of one nursery, a second 
nursery having been closed during fiscal year 1954 because of limitation on funds 
During 1956 the Clinton Forest Nursery will complete production of 17 millio, 
seedlings, of which 9 million will be used in valleywide reforestation, 2 million on 
tributary watershed projects, and 6 million will be transferred at cost to Other 
agencies. Production will be started on 18 million seedlings, including 12 miljio, 
for valley reforestation and 6 million for transfer to other agencies. In addition 
limited work will be done on erosion control demonstrations and on the coy, 
tinuation of forest tree crop research, a long-term project. 


Assistance in timber processing and utilization, $113,000 


The sawmill industry in the Tennessee Valley is characterized by the number 
of small independent portable mills, some 4,000 of them. Together they produce 
about 900 million board feet of lumber a year, 90 percent of the valley total, Ty 
a large extent they use methods and types of equipment that have changed little 
in 25 years. Few of these operators are equipped by training or experience 
to make the most out of harvesting and using second-growth timber stands in q 
mixed pine and hardwoods region. Few of them understand the relation of their 
present timber cutting practices to the future of the resource on which they 
depend, yet these operators have almost complete control over how timber js 
harvested. 

For many years various public and private groups have tried to improve small 
sawmill operations. The problem has been to assemble the scattered independent 
sawmillers at central places to teach them new or improved techniques. Early 
results were disappointing. 

TVA initiated two means of getting small timber operators to take part in 
forestry programs. One is the timber harvesting demonstration, which brings the 
sawmill operator and the landowner together. The other is the sawmill operators 
conference, which brings operators of sawmills, representatives of other forest 
products industries, and manufacturers of sawmill equipment together. These 
conferences have been very effective in the valley. Since they were begun in 
1951, 27 sawmill conferences have been held, attended by 2,200 people, including 
representatives of about 800 small sawmills. While TVA continues to supply 
much of the research data presented at these conferences, the greater share of the 
work and cost of holding them is borne by State and local agencies and by the 
lumber industry. 

These conferences are not discussions of the responsibilities of sawmill operators 
to protect and conserve forests. The approach to conservation and wise utiliza- 
tion is through the economics of sawmill operations and timber harvesting. 
Efforts are directed toward showing the sawmill operator how he can get more 
production from his mill and more money for his lumber through proper harvesting, 
sawing, and handling methods. 

In addition to the conference approach, TVA makes printed reports available 
to help sawmill operators learn improved practices and gives technical advice and 
assistance in individual cases upon request. The objective is to help them make 
good managers for their own good, for the good of the industry, and for the good of 
the forest resource. 

During 1956 investigative work will relate to the economics of pine logging and 
milling and to economic harvesting of various types of pine products such 4 
sawtimber, poles, pulpwood, and posts. A study will be made of specific hard- 
wood products, including chipboard, dimension stock, poles, and veneer. Wood 
preservation research conducted in cooperation with the Southern Wood Preser- 
vation Council will be continued. 

Developmental work to be done in 1956 will include 9 sawmill conferences and 
10 sawmill efficiency demonstrations. TVA will establish two demonstrations of 
sound timber harvesting practices. Assistance will be given to local planning 
commissions, development associations, and timber operator groups in analyzing 
forest industry development opportunities. 


TRIBUTARY WATERSHED DEVELOPMENT, $336,000 


The tributary watershed activities of TVA are designed to help direct the efforts 
of State and local agencies in a local area approach to balanced resource develop 
ment for the Tennessee River Basin. Effective conservation, control, and use of 
water resources call for soil and water programs along small tributaries as well 3 
for works on major streams. Special area programs represent a method of it 
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creasing the effectiveness of basin-wide programs such as forestry, agriculture, 
water control, and electric power by achieving local area improvement under 
State leadership and responsibility. ‘ ag 

TVA’s tributary watershed program provides for basic investigations of soil and 
water behavior under test conditions. It also provides for exploration of broader 
developmental opportunities to be found in special watershed areas tributary to 
the Tennessee River. A most significant feature of the regional program is the 
growing recognition in the Tennessee Valley that upstream watershed programs 
under State leadership and direction can be geared to individual watershed needs 
and can be tied in to the total economic progress of the local community. 

A number of small watersheds in the valley have been identified by TVA as 
having water problems which may retard local economic development. Studies 
have indicated that a great deal can be accomplished at relatively little cost if 
the States will take the lead in applying their efforts and those of local agencies in 
development programs in these areas. Through this process the related water 
and economic problems of small watersheds can be identified and alleviated with 
aminimum of Federal participation. The States are in strategic position to enlist 
and coordinate the many sources of outside help available to tributary watersheds, 
including the services of TVA and other Federal agencies. TVA’s efforts in this 
field have been largely to study and demonstrate the results of a comprehensive 
approach to small watershed development in a few selected areas and to encourage 
initiative by the States in undertaking the necessary program leadership and 
coordination. Efforts to encourage State leadership in small watershed programs 
are strengthened by the growing demand in the Tennessee Valley for State action 
to conserve water and assure its orderly use. 

Major TVA activity to date in tributary watersheds has been in the State of 
Tennessee. The Chestuee watershed of east Tennessee was selected by TVA in 
1951 as an experiment and demonstration in methods of local development. 
Because of its experimental and demonstration features, TVA is taking a more 
direct part in the activities in Chestuee watershed than will be the case in other 
watersheds. The project is coordinated through a series of agreements with the 
University of Tennessee and other State agencies. The demonstration of results 
in Chestuee was one of the factors which encouraged the State of Tennessee to 
take direct leadership for the development of other tributary watersheds within 
the State. During the past vear the State has created the office of Coordinator 
for Tributary Watersheds. The Beech River area of west Tennessee was selected 
to initiate a State program for comprehensive watershed development, with addi- 
tional watershed projects to be undertaken by the State later according to its 
interests. The assisting role of TVA and other agencies in the conduct of this 
State program is expressed in a memorandum of understanding negotiated during 
the current year and signed by the Governor of Tennessee. 

During the past year TVA has prepared for discussion purposes prereconnais- 
sance surveys of representative watershed areas in four additional States— 
Alabama, Kentucky, Mississippi, and Virginia. Preliminary discussions have 
also taken place in North Carolina. Conferences between TVA staff and State 
officials during the current year are expected to lead to State-TVA relationships 
for watershed development in these States adapted to individual watershed needs 
and to the separate State organizational structures. 

The 1956 estimate for tributary watershed development is $336,000, compared 
to the 1955 budget of $310,000. During 1956 research projects now in progress 
vill be continued. Developmental activities in the Chestuee and Beech River 
watersheds now under way will be carried on at a slightly decreased level. The 
1955 budget provides a small amount for beginning a new demonstration project 
ina watershed not yet identified if State interest warrants. The extent to which 
the TVA will obligate funds for specific development projects will depend largely 
on the extent of State activity. The tributary watershed development work is 
nade up of the following. 


Basic investigations, $106,000 


Development of an effective program for conservation and use of land and water 
‘sources in a particular tributary watershed requires detailed information appli- 
table to that type of watershed. “TVA’s watershed research program obtains basic 
information on soil and water behavior under conditions peculiar to the valley. 

his research is essential since data obtained in other areas are not directly appli- 
table to Tennessee Valley watersheds. 

Waynesville Single-Practice Project.—Since 1948 TVA and North Carolina State 

dllege have studied the effects of cover crops and trees on the water resource of 
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six small watersheds near Waynesville, N.C. TVA furnishes the instruments for 
measuring precipitation, streamflow, runoff, and similar hydrologic factors gn¢ 
the personnel to evaluate and interpret the findings. The institution supervise 
the agronomic aspects of the project, which primarily consist of making changes 
in the type of land cover in order that the effect of various covers on hydrology 
can be measured. 

Parker Branch pilot watershed.—This watershed of about 1,000 acres in privately 
owned farms is located in western North Carolina. The project, which is being 
carried out in cooperation with North Carolina State College, is the only watershej 
project in the United States where the effects on a stream of the developmen 
of best land use, economically speaking, are being measured with research gp. 
curacy. Plans for highest economic development of the individual farms wil! hp 
prepared. Fertilizers supplied by TVA and other incentives will be used ty 
obtain the cooperation of the farmers of the area in putting these plane into effect. 
Changes in land use that result will be related to the changes in the character of 
the stream. Changes in income and living standards of the farmers as they adopt 
the better farming methods will be studied. Primary emphasis to date hag beey 
on hydrologic calibration of the area and determination of present land-ig 
practices and changes to be promoted on the individual farms. In 1956 intengiye 
efforts to accelerate changes in land cover will be made. The cooperative gr. 
rangements with North Carolina provide for joint participation similar to that 
described under the Waynesville project. 

A small watershed in the Norris Reservoir area is being used in a study of the 
effects on sedimentation, streams, ground water, and other hydrologic factor 
of a land-management system devoted primarily to watershed protection. 


Chestuee watershed, $136,000 


A coordinated demonstration program for the development of Chestuee 
watershed in Tennessee was started in 1951. The entire program is being carried 
out in close cooperation with the University of Tennessee. Important contri- 
butions are also being made by many other groups, such as the Tennessee Depart. 
ment of Health, the Tennessee Department of Education, the Tennessee Depart 
ment of Forestry, county and town governments, and rural communities. During 
fiscal year 1954 the direct financial contributions of other agencies were approxi- 
mately the same as the direct TVA costs. This does not include the money and 
labor that the farmers put into the project in adjusting their farming systems, 

The program in Chestuee, while it grew out of land- and water-use problems, is 
not limited to physical measures. It is also concerned with the general economic 
strength and welfare of the area. While activities are focused on the 134-square- 
mile area drained by Chestuee Creek, some of the activities can better be organized 
on a broader geographical basis—for example, the three-county area in which the 
watershed is located—and are not confined precisely to the watershed boundary. 
Basie changes are beginning to become apparent in the watershed and adjacent 
area. Acreage in improved pastures on test-demonstration farms increased from 
1,016 acres in 1950 to 3,874 in 1954. Countywide forest-fire protection is now 
available in 2 of the 3 counties involved. Over 200,000 trees have been planted 
since 1950. Sample surveys show that substantial changes in land cover have 
occurred, particularly on the lands where water runoff had been heavy. Sediment 
discharged into streams has been reduced by almost half. Farmers and others 
in the area have begun to clear Chestuee Creek of debris to help reduce high-water 
stages. Community organization has been strengthened. A multicounty health 
unit has been organized. 

During 1956 hydrologic measurements and analyses will be continued at about 
1954-55 levels. Agricultural development in the watershed will be continued 
under the supervision of two special agents of the University of Tennessee who 
assist regular county extension forces in their work with farm families and local 
organizations. One hundred and thirty tons of fertilizer will be distributed to 
40 test-demonstration farmers under a partial-payment plan to stimulate the 
demonstration of improved fertilization and farm practices. Assistance in forest 
development in the watershed in 1956 will include the distribution of 100,00 
seedlings and the conduct of numerous meetings, conferences, and demonstrations 
to — better forest protection, management, and utilization. 

cooperative study on human nutrition in the Chestuee watershed will continue 
under the direction of personnel from the staff of Vanderbilt University. Suppor 
of the cooperative public-health program sponsored by TVA and the Tennessee 
Department of Public Health will be continued. 
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Bech River watershed, $78,000 

The Beech River watershed covers 302 square miles in west Tennessee. Agri- 
yiture is the major industry in the Beech River area but large areas of land are 
nused and unproductive. The upland soils are washing away, and the bottom 
ands are subject to flooding and silting. The area has had a population loss, 
fer capita income is very low, and industrial development has lagged. State 
nd Federal expenditures in the area are disproportionately high compared to 
Wublic revenues collected. Without special attention to its problems, it seems 
tain that the resources and economy of the Beech River area will continue 
eir decline. 

TVA made a survey of the Beech River area which defined many of the prob- 
ms and suggested possible improvements. The people of the two counties in 
1e watershed have expressed great interest in a development program for the 
ea and have organized a local watershed committee which is planning specific 
easures to be undertaken. The State of Tennessee has taken leadership in the 
evelopment of the Beech River watershed and the governor has designated a 
epresentative to coordinate the work of the various participating groups, 
neluding TVA. 

Primary activities to be carried on by TVA in 1956 include hydrologic measure- 
ments and studies. TVA will also assist by conducting farm test-demonstration 
ctivitiss and by making available special assistance in rural community organi- 
ation. During 1956, 30 test-demonstration farms will receive 90 tons of ferti- 
izer at reduced prices. Landowners will be furnished 1.5 million seedlings for 
eforestation. Through meetings, demonstrations, and conferences interest will 
be developed in forest-fire prevention, soil erosion, forest management, and bet- 
t utilization of watershed forests. Technical assistance to develop local oppor- 
unities, as in industry and recreational facilities, also will be provided. 


ther watersheds, $16,000 

Results of earlier reconnaissance studies of watersheds in other valley States 
han Tennessee will be presented to the State governments in 1955 and efforts 
ill be made to encourage the States to assume leadership in planning and carry- 
g out development programs in these areas of special need. Where warranted 
by State and local interest, TVA may join with State and local organizations in 
levelopment projects. By 1955 it is expected that one new development program 
rill be started, provided it is initiated by the State. The 1956 estimate provides 
or continuing limited technical and financial assistance in that watershed. These 
plans are dependent entirely on the response of the States. 


TOPOGRAPHIC MAPPING ($100,000) 


TVA’s planning, construction, and operational activities have depended heavily 
pon adequate topographic maps of the valley area. Such maps were practically 
onexistent in the Tennessee Valley in 1933. To have maps in time for them to 
be of real service, TVA sponsored a mapping program which is carried on coopera- 
ively with the United States Geological Survey. -Valley maps are made to USGA 
tandards and specifications and are a part of the national series. 

About two-thirds of all the published valley maps distributed have gone to 
ndividuals and organizations outside TVA. A charge is made for maps so dis- 
ributed. Users of valley maps require them for industrial development, route- 
ocation studies, mineral resource development, forestry and logging operations, 
creational use, and other purposes. 

The valley topographic mapping program was started in 1937 and was scheduled 
or completion in the 1940’s. World War II prevented realization of this goal. 
n the fall of 1941 TVA was asked by the United States Army to accept responsi- 
bility for mapping strategic coastal areas. Extensive foreign areas were added 
0 this assignment and valley mapping, already curtailed, was laid aside until 
iter the Japanese surrender. 

The scheduled program covers 770 quadrangles, or about 46,000 square miles. 
by June 30, 1955, approximately 80 percent of the work will have been done. 
ome 200 quadrangles will remain to be completed. The unfinished quadrangles 
‘present many areas of peculiar interest to TVA. That they are of interest to 
persons outside TVA is borne out by the fact that in 1953 TVA received 200 
‘quests for maps of areas not yet completed. About $1 million has been spent 
‘these unfinished quadrangles, mostly for aerial photography, basic field survey 
ork, and other activities preliminary to actual drafting. Completion of this 
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mapping will permit the present investment in unfinished quadrangles to \, 
recovered in the form of published maps of great benefit to both TVA and th 
public. The 1956 estimate is $100,000. 


GOVERNMENT AND ECONOMICS STAFF STUDIES 


Through June 30, 1954, TVA conducted various surveys and studies usefy 
guiding and controlling the extent, sequence, and nature of resource -developmeat 
programs that will foster an orderly and proper physical, economic, and socig 
development of the region. This research work was terminated at the end 
fiscal year 1954. During that year $103,130 was spent. Residual functions 
the staff that performed these studies are of an advisory and service natyp 
The primary function of the staff is to make special studies at the direction ¢ 
the General Manager or upon request of other organizations. These studies gp 
useful in planning, administering, and reviewing the primary programs of TY 
and are described under the section, ‘Administrative and General Expenses” 
to which they are charged. 


Mr. Rasavur. A total of $1 million is programed for resoure 
development. This is an increase of $133,000 above the current yex 
estimate. ' 

Much of your resource development program seems to be a matte 
of coope ration, with the advice of local communities and other State 

Since this has been going on for many years, with outstanding 

results, why are not the States now ready to stand on their own fet 
with respect to such a program? 


ASSUMPTION OF RESPONSIBILITIES BY STATE AND LOCAL AGENCIES 


Mr. Waaner. Mr. Chairman, many of the activities which have 
been included in this program in the past have been discontinued 
entirely, and are now conducted by the States. 

As I believe will be shown by looking back at previous budgets 
the budget for this activity in the past has been considerably larger. 

There are still some programs in which work needs to be done, and 
those are the categories which remain in this budget. 

Mr. Rasavur. Suppose, before you tell us about what remains to 
be done, you tell us as to what activities have been discontinued, au 
taken over by the States, and you may supply that information for the 
record. 

Mr. Waaner. That will be fine. 

(The information requested follows:) 

Direct TVA participation has been discontinued in the following resoure? 
development activities in which it originally provided leadership and financial 
support. State and local agencies have assumed responsibility and leaders.ip 

(a) Mineral resource development 

(b) Recreation resource development 

(c) Food processing research 

(d) Agricultural engineering research and demonstration 
(e) Industrial development assistance 

(f) Analysis of regional business and government activities 

Except for studies necessary to determine the effect of TVA operations on water 
resources and on fish and wildlife, TVA has withdrawn from active developmet! 
work in these additional activities: 

(a) Fish and game investigations 
(b) Stream sanitation investigations 


TVA participation in the financial support of the following activities is ee 


nominal, compared with State and local programs, resulting from a steady § 
of responsibility in recent years: 

(a) Soil survey 

(b) Research on forage crops and animal industry 

(c) Forest protection 
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Mr. Rasaut. You may proceed with a discussion of your con- 
nuing program as it is today. 


RESOURCE DEVELOPMENT PROGRAM 


Mr. Wacner. The title ‘‘resource development” for this category 
our budget perhaps requires some explanation. Actually, all of 
r activities and programs assist in a fuller dev elopment ‘of the 
vion’s resources. But in the budget category to which we have 
yen this title, we include several activities where we work most 
osely with the States in an effort to help them develop and expand 
heir own programs to get fuller use of the States basic resources. 
s they move in this direction, their income base is improved and 
oth the region and the Nation benefit. 

In 1933 no Tennessee Valley State had a firmly established planning 
d development agency. TVA encouraged and assisted the States 
) set them up. Now ali 7 of the States have them and there are some 
) local government planning commissions. 

We have also encouraged and assisted the States and local groups 
setting up other organizations whose major purpose is better use 
the region’s resources. There are now a number of these agencies 
bvering such fields as stream pollution, forestry, and wildlife, con- 
prvation, minerals, agriculture, and recreation. They valley States 
ave increased their expenditures in these fields substantially since 
34 but arer still at a level somewhat below the rest of the Nation. 
Our program now includes agricultural resources development, 
brestry resources development, the tributary watershed work, and 
ppographic mapping. 

The work on tributary watersheds and in forestry make up the 
rgest part of the resource development program. 

Mr. Kilbourne, our director of forestry relations and the chairman 
our tributary watershed committee, is here. I would like to have 
m answer questions on those programs for you. 

Mr. Ranaut. We shall be glad to hear from Mr. Kilbourne. 


IMPORTANCE OF FORESTRY IN THE VALLEY 


Mr. Kinpourne. Mr. Chairman, I have some notes in regard to 
hese programs, and we may take the program of forestry first. 

: would like to explain briefly the importance of forestry in the 
ley, 

More than half of the area of the valley is in forest lands, constitut- 
¢some 14 million acres, about 11.5 million, or 82 percent of these 
nds, are OW ned by priv ate individuals. The present value of forest 
oduction in the valley to private-land owners and businesses amounts 
around $400 million per year. That is an increase from 1933 when 
at figure was around $100 million, and as we see it, the potential 
in be ine reased to somewhat over $1 billion per year. 

Mr. Ranaut. Is that increase brought about as a result of selective 
1S and cutting? 

KitBouRNE. Well, it is a combination of the factors which 
shall mention in a moment, sir. 
Mr. Ranaut. Very well, 
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Mr. KitBourne. One in every five industrial wage earners jp 4 
valley works in the forest industries, or in the wood processing jy 
dustries. An additional interest, we have in this industry js ; 
watershed protection value of our forests which involves 14 millg 
acres of forest lands located on the steeper slopes in areas of high 
rainfall. 


OBJECTIVES OF FORESTRY PROGRAM 


We have three objectives: The first objective is to bring the fond 
lands to the point where they will make their maximum contributig 
in soil and water conservation, and streamflow stabilization: ty 
second objective is to raise the productive capacity of these fon 
lands to the optimum, which we estimate to be over $1 billion a yey 
and which is more than twice the present value; the third objectiy 
is to strengthen the State and local agencies so that they can do, 
adequate job in forestry. 


COOPERATIVE PROGRAMS 


In connection with this work, we have underway in the vallg 
cooperative programs in 4 categories; 1 in forest fire protectia 
Fire has been the No. 1 problem in the valley. The percentage 
area burned over has varied from 10 percent to 15 percent of th 
forested area annually. We are hoping that this can be reduced 
the level of a normal business risk, which we regard as being 
annual burn of not more than twenty-five one-hundredths of 1 percen 
of the forest area, 

The second program is in getting these forests which are in privat 
ownership under systematic sustained yield management by individ 
uals, or the industries who own them. Third, to get reforested som 
1.5 million acres of badly eroded idle land which is nonproductive 
and finally, to improve the utilization of forest products which th 
valley is producing. As of now, only about 33 percent of a tree en 
up in products. 

I would like to illustrate these points by explaining one activity 
If I may hand you a map, sir, I will be able to better explain it. 


IMPROVING SAW MILL OPERATION 


That map shows the location of the saw mills of the industry t 
process our forest products. 

Mr. Rasaut. Are they mobile? 

Mr. KiLtpourne. Some are portable and some stationary. 

One of our activities aimed directly at improving this resource li 
been to make a study of these mills, their actual operations. | 
have summarized results in a series of leaflets which I can show yl 
here. 

The information in these three leaflets is information which } 
resulted from our analysis of these operations, and put up in a {0 
where the owners and operators of these mills can use them in als 
lyzing their own operations. 

These studies reveal two practices which were very commol 
One was that the mills were cutting very small logs and the other" 
that they had a lot of lost time. 
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We organized a series of 34 sawmill conferences attended by 2,700 
pople, including representatives of some 1,000 mills. 

If you assume that only 500 of the representatives of these mills 
ho have been provided with this information have put these practices 
to use; in other words, if they cut down lost time 1 hour per day and 
screase the size of their small logs, they can make $3 million a year 
bore than they are making at the present time. 

That is one illustration of just one type of activity. 


COOPERATIVE FIRE PROTECTION WORK 


On fire protection we have worked through the State and local 
rencies in an effort to get this fire problem licked and we think we 
ave made some progress, in cooperation with the States and local 
rencles. 

In 1933 less than half of the forests had any fire protection. Now 
ver 90 percent of them are protected. There still remain about a 
ilion and a half acres that need protection, and the quality of 
rotection is not uniformly good. 


REFORESTATION 


In reforestation, in 1933 only about 4,000 acres had been planted 
the valley out of a total of some 1.8 million to 1.9 million acres that 
eeded planting. 

Since that time we have provided trees for reforesting some 238,000 
cTes. 

There remains, however, about 78 percent of this land which still 
heeds to be planted. 

FOREST MANAGEMENT 


We have approached forest management through the education and 
lemonstration approach working with private owners, timber opera- 
ing companies, investors, or whoever they may be. We have set up 

series of demonstrations in that type of work in which there are 
ctual operating timber projects. 

You will find this map interesting. In the early thirties this map 
shows an area which was proposed for purchase by the public as 
ederal forest. Many people felt the only hope for the future of these 
reas was public acquisition. Some of us felt otherwise. 

We believed there was hope for the private owners developing this 
trea through fire protection and other methods, developing permanent 
perations 

~ Waaner. The areas we are talking about are in the light blue 
olor, 

Mr. Krnpourne. It is in the general Cumberland section and the 
western highland rim. 

This map shows as of now the following: We set up a series of 
lemonstrations marked on that map in those areas which people felt 
ould only be solved by public acquisition. 

Those maps will show you the areas that are now in private owner- 
ship and under actual forest management or have recently been 
acquired by private interests for that purpose. 





We have set up a series of demonstrations totaling about a hal 
million acres in which we have helped the landowners, through te 
State agencies, to get the sustained timber management idea starte 

Mr. Rasavut. What kind of timber do you have? i 

Mr. Kr.zourne. Hard woods mixed with pine. 

I have another map here which will show you that. 

In addition to the areas of demonstration we have set up there hay 
since been 27 other areas totaling some 500,000 acres on which th 
private landowners, by going to these demonstrations and getting the 
information which we had to give them, have adopted the idea api 
have gone into business and have set up their own operations undy 
private management. 

Our whole approach is based on fact finding, analysis of those facts 
making information available, through the education and demonstny, 
tion approach. 

TRIBUTARY WATERSHED PROGRAM 


Mr. Kiisourne. In the tributary watershed program I haye; 
statement, Mr. Chairman, which with your permission I might giy 


you. 
Mr. Rasavt. Insert it in the record at this point. 
Mr. Puruures. Is this on watersheds? 
Mr. Kitsourne. Tributary watersheds, sir. 
(The information referred to is as follows:) 


TVA TrIBUTARY WATERSHED PROGRAM 
TVA’S APPROACH TO TRIBUTARY WATERSHEDS 


The TVA Act authorizes TVA to aid in the proper use, conservation, and 
development of the natural resources of the Tennessee Valley. 

As one method of helping achieve these objectives we want to try to discover 
how communities of rural people faced with land and water problems can, under 
State leadership, identify these problems, organize to meet them, and find solution 
with a minimum of Federal assistance. 

To do this we propose to help establish under top-level State leadership local 
experimental demonstrations of intensive integrated resource development based 
on small watershed units. 

These demonstrations will be used to seek answers to questions on (a) physical 
problems such as land and water problems, (b) associated economic and social 
problems, and (c) techniques of administrative methods and procedure, for the 
general purpose of fostering an orderly and proper physical, economic, and social 
development of these watershed areas. 


RECENT AND CURRENT ACTIVITIES 


About 1939 or 1940 TVA started selecting a small watershed which had water 
and land use problems in which we could concentrate our efforts and those of t! 
State agencies and the local people in an integrated program directed towarl 
solving these problems and improving the economic base of the people in t! 
watershed. Many areas in the valley were examined and Chestuee Creek wate 
shed (85,000 acres) in MeMinn, Monroe, and Polk Counties was selected for 
development program in 1943. This project was set up with the University 0 
Tennessee as the major State cooperator, with the university providing ' 
State leadership. Initially, major emphasis was on determining and _ bringing 
about the needed changes in land use through agricultural measures. This 
program has been broadened to include local participation in projects in healt), 
forestry, use of electricity on farms, and teacher workshops. This project 5 
carried forward under a formal agreement between TVA and the univers!!y 
Significant progress in this area is reflected by improvements in land use broug!t 
about by the landowners between 1944 and 1954. 
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changes 


1954 Changes 


Acres | Acres Acres Percent 
34, 543 | 28, 190 —6, 353 —18.4 
16, 234 | 22, 629 +6, 395 | +39. 4 
32,048 | 32, 994 +946 | +2.9 

2,175 | 1, 187 —988 | — 54.6 


Further indication of progress in this watershed is shown by the decrease in 
uspended sediment in streams of the watershed. _ This reduction amounts to 
8 percent at the Dentville measuring station, which is near the lower end of 
‘hestuee Creek. This reduction indicates a marked decrease in erosion over the 
ast 10 years. 

After observing the workings of the Chestuee project for several years, TVA 
ecided to try @ new approach in which all the State agencies could participate, 
ith the State assuming more responsibility for leadership. We made preliminary 
econnaissance on watersheds in several States. Reports on these were sent to 
hegovernors. These studies show that in areas of this type, as illustrated by one 
ituation, State revenues originating in these counties are about half of the State 
average ($23 and $39). State expenditures in these same counties were almost 
jouble per capita ($81 and $47). These figures dramatize the financial] stake 
if the State in the development of its less advantaged parts. The processes by 
vhich State revenues are increased through greater productivity lessen the need 
if State expenditures for equalizing local services. We signed a memoran- 
jum of understanding with the’ Governor of the State of Tennessee in 1954 to 
undertake a tributary watershed project under State leadership. The Beech 
liver area in Henderson and Decatur Counties, Tenn., containing some 193,000 
acres, was selected. This area was chosen because there were many problems of 
and use adjustment, local flooding, and a high incidence of serious erosion. Also 
here was strong local interest. In this project, leadership responsibility was as- 
sumed by the State. A State coordinator of tributary watersheds was employed 
and stationed temporarily in the Beech River watershed. 

A good start has been made in land use improvements here as illustrated by the 
act that landowners this year planted 1,500,000 trees to reforest 1,500 badly 
eroded acres. During the past several years landowners have planted 7 million 
trees. In addition, the landowners through their county courts are contributing 
to and participating in an effective forest-fire-control program, which has resulted 
in a significant decrease in forest fires which previously burned uncontrolled over 
much of the 77,000 acres of forest land. 

In 1947 it was found that we needed more basic information on the relationship 
tween land use, particularly agricultural crops, and water and erosion. This 
prompted us to set up near Waynesville, N. C., a series of 6 small experimental 
watersheds of less than 10 acres each where we test the effects of a series of single 
crops. In 1952 we started on the Parker Branch experimental watershed of about 
1,000 acres involving some 47 farms. From these experiments we are seeking 
facts on the effect of changes in land use practice on erosion and on water, as well 
as the economics involved in making what appear to be desirable land-use changes. 
oe of these projects are operated under contract with the North Carolina State 

ollege. 
1955 PROGRAM 


The present program involves the basic investigations work described above 
plus continuation of measurements on two small forested watersheds and dev elop- 
nent programs in Chestuee under contract with the university, and in Beech 
River under contract with the State, represented by the department of conserva- 
tion, It is proposed to continue these two programs in 1956 in order to realize 
the benefits of the work already under way. 


THE PROGRAM AHEAD—1956 


ig resent plans call for making a reconnaissance of one tributary watershed in 
1996 and starting a development program in 1957 on the watershed surveyed in 
1956. During the next 5 years we hope to have development programs under 
ay In 3 watersheds in addition to the 2 now under w ay. It is expected that 
VA’s participation in the Chestuee watershed will begin to diminish in 1957 or 
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1958 with the assumption of greater responsibilities by the State and loca! pe 
During the next 5-year period, TVA’s participation in the Beech River proje« 
will diminish as State and local leadership and participation become increas in 
effective. 

There is urgent need for additional basic information on the physical 


AL and 
economic aspects of land use adjustments for agriculture and forest crops j: 


relation to hydrology. This basic information is necessary to provid 
for the development programs. 

Funds requested for tributary watershed work in 1956 amount to $336,000 

Further expls ination of TVA’s approach to tributary watersheds is contaj hed 
in Public Administration Review, Wwinte r 1955, entitled “State Watershed Poli 
and Administration in Tennessee,’ and Tennessee Conservationist of March 
1955, entitled “Small Watershed Resources in State To Be Developed.” 

Mr. KitBourne. We have now 2 watershed projects in action, | jp 
the eastern part of Tennessee and 1 in the western part. One is called 
Chestuee and one Beech River. We are hoping in 1956 to start g 
third one in some State other than Tennessee 


OBJECTIVES OF TRIBUTARY WATERSHED PROGRAMS 


We are attempting in that program, as is set forth in this paper, to 
do there things—to seek answers to questions on how the local people, 
the rural people, can find answers to physical problems such as land 
and water problems, and how they can find answers to associated 
economic problems, and, to discover how groups of local people, with 
a minimum of Federal assistance, can themselves organize to meet 
these problems associated in these small watersheds where there is 
usually a local flood problem, and there may be a bad land-use problem, 
and, generally a poor economic situation. 

Mr. Rasavr. All right. 


STATE LEADERSHIP IN TRIBUTARY WATERSHED PROGRAM 

Mr. Waener. A very important feature of our work in the tributary 
watershed program is that the States take the leadership. We have §** * 
an agreement with the State of Tennessee, for example, signed by the 
Governor under which the State agrees to take that leadership in the 
program. TVA provides assistance as they request it and as we are 
able. The program is mainly dependent upon local initiative and 
action in the watershed, exercised under that State leadership. 

This I believe distinguishes it from other small watershed programs. 

Beyond that it is distinguished by the fact that the programs W 
include work in forestry, agriculture, public health, recreational ( 
development, and the whole general field of resources Garenopan. pric 

Mr. Rasaut. We will continue this hearing this afternoon at 1:3 cove 

I wanted to ask about resources development, I wanted to cone ude 
that, and then go into administrative and general expenses. 

Mr. Puiuuips. I have a continuing line of questions on the amount 
of power produced. 

I did not have my figures with me yesterday afternoon when 
I started discussion on that. I have 10 or 15 minutes. 

It is important in marking up our bill. 

Mr. Vocex. And I would like to seek the committee’s indulgence of 
about 5 minutes relative to administrative and general expenses. 
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COMMENDATION OF TVA 


\lr. Ranaut. If you are not all coming back I would like to say a 
vord of praise for the agency. 

[ am very greatly impressed with the devotion that you have to 
‘our work and the good that you have accomplished. 

| think the good you have accomplished is not only for the local 
srea—of necessity it is in this local area because everything has to be 
ocated some place since that is the nature of things—but this has 
extended itself to many parts of the country and it has sought to set 
patterns beneficial to mankind. 

I think the type of work you are doing is very commendatory. 

Mr. Wacner. We appreciate that statement, Mr. Chairman. 

Mr. Ranaut. Not only do we say something about this as regards 
he assistance to agriculture but the great part that you had in the 
assistance to the defense of our Nation is to be commended. In other 
vords, the power you generated there, generated under your super- 
vision, General, is the very parent of the new power upon which we 
are so vitally dependent today. 

As you said, we cannot hope to match the manpower of the world 
vhen we have these international gangsters running around grabbing 
whole nations. We seek no territory but we seek only to live peace- 
fully with other peoples. 

Of necessity, however, we have been forced to carry a big stick and 
let us hope we will be very thoughtful before we use it, but 1 remain 
firm that we shall have it. 

I say that because I want to say it in the presence of all of you who 
are part of this enterprise, in positions of leadership in various depart- 
ments, and for that reason I make the statement now rather than at 
the conclusion of the presentation, so you may be released to your 
respective spheres of activity, and those who need to return we will 
see vou this afternoon at 1:30. 


AFTERNOON SESSION 
Mr. Rasautr. The committee will come to order. 


FOREST RESOURCE DEVELOPMENT 


We will proceed with Resource Development. 

Could these services be made self-sustaining by charging nominal 
prices for seedling trees and possibly through State contributions to 
cover salaries of some of your experts providing them with advice, or 
by contribution to your research work of direct benefit to them? 

Mr. Kinpourne. Will you break that down? 

Mr. Ranaut. How about moderate prices for seedling trees? 

Mr. Kirpourne. Trees cost TVA about 55 cents a hundred. The 
average size of the plantings are on the order of 3,000 to 4,000 trees. 
In other words, they are small. We regard this as an incentive and 
an educational means of getting people interested in doing something 
about forestry. 

We seek the end result of getting the people’s interest in fire pro- 
tection and in the management of their timberlands, we have 245,000 
forest landowners in the valley, most of whom own forest land of less 
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than 100 acres. This is simply one way of getting those people 
take the first elementary step in a forestry program. 

Mr. Rasavut. How phcas State contributions? 

Mr. KitBournsr. Would you repeat your question about Sta, 
contributions? 

Mr. Raxpavr. And possibly through State contributions for thy: 
same thing? 

Mr. Kinsourne. States are making a contribution in this progray 

Mr. Rasavur. Toward the 55 cents per hundred? aie 

Mr. Kiisourne. No, sir. As TVA grows the trees they are maj: 
available to the State forester. He makes the allocation, condyes 
the promotional work, so that TVA’s part of it lies in the production 
and the overall coordination of the project. 

Mr. Rasavut. You do not think, then, there is any way of getting 
money out of that part of it? rey. 

Mr. KitspourNne. We have not discovered any practical way; no, sir 

Mr. Voaert. I think we are selling some to agencies of the Goven. 
ment. Is that not true? 

Mr. Kinpourne. Yes, sir. We grow under contract for other Fod. 
eral agencies—Forest Service, Army engineers, and others. 

Mr. Raxsaut. How much do you charge them? 

Mr. KintBourne. $5.50 a thousand. 

Mr. Rapavt. In charging for that I thought you might be able to 
recapture some funds which you would be expending in the furnishing 
of technical advice by your people to them. That would be part of 
the charge. You say technical advice goes with putting in these trees 
Wouldn’t it be possible under such a circumstance to get a fee out of it? 

Mr. Kinpourne. The planting of the trees is done under supervision 
of the State and local agencies. We do not give technical advice on the 
planting of the trees. That is done by the States and State forestry 
people. 

Mr. Rapautr. Don’t you give them advice after you once sell them 
the trees? 

Mr. KiitBourne. No, sir. 

Mr. Rasaut. That is the end of it? 

Mr. Kiisourne. That is right. 

Mr. Rasaut. I thought you gave advice on the subject, too. | 

Mr. KiitBourNne. On the general subject of management an¢ 
utilization and fire protection, yes, sir, but not in the reforestation end 
of it which we are talking about now. 

Mr. Rasauvt. So you feel there is no way you can get a contribution 
toward your research work which is of direct benefit to them? 

Mr. Kitpourne. No, sir. The cost of collecting from severi! 
thousands of owners say $2.50 to $4 for a few thousand would be too 
difficult. 

Mr. Rasaut. Where do you feel this program, then, has its grea! 
benefit to the Nation? I am speaking now of the tree planting. 

Mr. Kixisourne. I think in the first place it will move from the 
debit column to the profit column an area of about 1,900,000 acres 
of land which has been eroding, carrying silt into the streams. Ii 
that process we will be creating a resource which at the ave of 45 yea!’ 
will have a value of somewhere on the order of $80 million. That 
the resource that will be created on this 1,900,000 acres of now idle 
eroding, and abandoned land. 
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Mr. Ranaut. Does the fact that they put these seedlings into the 


acreage affect the assessment on the properties? 


Mr. KirsourNeE. I assume it does, sir, because it changes it from 
he class of abandoned land into one which is productive. 

Mr. Rasaut. So in that way it is beneficial, too? 

Mr. KinpourRNE. Yes, sir. 

Mr. Ranaut. Last year you were planning to close down your 
eedling nursery at Muscle Shoals. Have you done this? 

\ir. Ki1npourNE. Yes, sir. 

Mr. Ranaut. Where do you have it now? 
Mr. KirzpourNgE. We concentrated our production at the nursery at 
linton. We had 2 nurseries, 1 at Muscle Shoals and 1 at Clinton, 


enn. 
Mr. Rasaut. What types of trees have you in seedlings? 
Mr. KrtpourNge. We produce the southern pine, short-leaf pine, 
oblolly pine, and white pine. 


CHESTUEE WATERSHED PROGRAM 


Mr. Ranaut. Is the State of Tennessee now planning to take over 
or has it taken over the Chestuee Watershed program? 

Mr. Kitnourne. They have not yet taken it over. There are a 
number of reasons for that. The Chestuee project was started out 
under a contract and still is operating under a contract with the 
University of Tennessee. They are providing leadership there, State 
leadership in the Chestuee area. 

We are hoping that it will ultimately fall into the same pattern 
as the Beech River project. The Governor’s deputy, who is the 
commissioner of conservation, is conducting work there. 


AGRICULTURAL RESOURCES DEVELOPMENT 


Mr. Kirwan. I see agricultural resources development. Is that 
mder your head or the head of the Agriculture Department? 

Mr. Waaner. Under our own organization, Mr. Kirwan. 

\tr. Kirwan. How about topographic mapping? 

Mr. Wacner. That is done by our own people. It is a project in 
which we cooperate with the United States Geological Survey. 

Mr. Kirwan. Don’t you think you are going too far afield there? 
Here we have in the Agriculture Department thousands and thousands 
of employees. It is all right to go into fertilizers but I do not think 
you should go all over the lot. 

Mr. Wagner. Our expenditures in the field of agriculture are very 
modest compared with the expenditures of the Department of Agri- 
culture. We do not do any of the same work that they do. Rather 
we have concentrated on a few problems that are peculiar to the 
Tennessee Valley region and we concentrate our studies on those 
problems, 

Mr. Kirwan. Off the record. 

(Discussion held off the record.) 

Mr. Rasaur. We will suspend briefly in order to answer the rollcall. 

(Recess taken for 10 minutes.) 

Mr. Rasaut. We will resume, gentlemen. 
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Mr. Waaner. I would like to answer your question this way, \) 
Kirwan: These activities we are talking about here, along with th 
others in TVA, are part of the total field of activities that we engage 
in in trying to help develop the Tennessee Valley region. ’ 

The Department of Agriculture works in the valley, too, but ye 
try not to duplicate them, and we do not. We tackle, as I say 
special problems peculiar to the region on which the USDA does no} 
work and we hope the results of our work helps to make their work 
nore effective. 

The same thing is true, I believe, in forestry and the fact that we 
in TVA work in all these fields, tying them together and relating 
them to each other, we believe helps us to do a better job. } 

I wonder if your question might have been prompted by the thought 
that more money of this kind is spent in the Tennessee Valley than in 
other areas? 

Mr. Kirwan. Not altogether that. 

Mr. Waaner. I would be glad to comment on that. 

Mr. Kirwan. Off the record. 

(Discussion held off the record.) 


FOREST RESOURCE DEVELOPMENT 


Mr. Focarry. For forest resources development, which is just 1 
part of this appropriation request, you are asking for $471,000 this 
vear, which is about $40,000 more than you had available in 195), 
What is the reason for that increase? 

Mr. Kiipourne. It is made up of a number of items. I will men- 
tion the larger ones. In the past 2 years our funds have been s0 
short that we have had to draw on reserve supplies of tree seeds and 
other materials at our nurseries, which need to be replenished if we 
are going to continue. Also we are going, this year, to concentrate 
more effort on the problem of the small woodlands which I referred 
to before lunch. One of the major problems in forestry in this area, 
is to assure proper management of our small woodlands. 

We made a survey recently and found that only about 12 percent 
of the forest lands of the valley were well managed. The biggest area 
of forest land in the valley is in ownerships of 500 acres and less, 
mostly owned by farmers, and we are hoping this year to review every- 
thing that has been done in the area and to try to come up with some 
answers as to how those lands can be made more productive as part 
of the overall resource development project. 

Mr. Focarry. How much have you spent up to date on forest- 
resource development? 

Mr. Kizzourne. I would have to refer to the budget officer, if! 
may, for that figure. I do not have it at my fingertips. 

Mr. Van Mot. I do not have the figure with me. 

Mr. Kitpourne. We will supply it. 

(From 1934 through 1954, $9,388,373 has been expended for forest- 
resource development.) 

Mr. Fogarry. Also supply how many seedlings have been planted 
with that amount of money. 

Mr. Kitpourne. We have that figure. We have produced 33 
million forest seedlings. With that number, 224,000 acres of Jand 
have been reforested using 279 million trees. Fifty-nine million 
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seedlings have been produced under contract for other public agencies. 
Seedling production of course is only one of the activities in forestry 
work in TVA. 

Mr. Focarty. When was this program first started? 

Mr. Kitpourne. In the fall of 1933. 

Mr. Fogarty. And what is the average number of seedlings 
planted in that area per year? . 

Mr. KrusourNne. In the Tennessee Valley, it has averaged some- 
where around 12 million—it ranges from 12 million to about—the 
highest, I think, was 18 million. 

Mr. Fogarty. And it takes about 45 years before this wood is 
marketable? 

Mr. Kirpourng. No, sir; we can start getting material from it 
at the age of 15 years. As a matter of fact, TVA recently sold some 
pulpwood from its lands to the Bowwaters Paper Co. It was opened 
to public bid and Bowwaters bid it in. Based on those figures, when 
those stands we have been talking about reach the age of 15 years, 
they will have products in them worth about $3,600,000, and at the 
age of 45 years the residual material will be worth in the order of 
$18 million, on those 224,000 acres that we are talking about. 

Mr. Fogarty. Give me a brief explanation of ‘residual.’ | 

Mr. Kinpourne. It is what you have left. You take out maybe 
one-fourth or one-third and what is left we call the residual stand. 


EFFECT ON LUMBER INDUSTRY IN OTHER SECTIONS 


Mr. Fogarty. What effect has this program had on the lumber 
industry in other sections of the country, if any? 

Mr. Kinpourne. I can explain that best by referring to an illus- 
tration. You know Mr. Jacobson, the State forester in your State? 

Mr. Fogarty. Yes; a very good man. 

Mr. Kinpourne. An excellent man. We have supplied him with 
information, as we have Mr. Alderman of Ohio. As a matter of fact, 
during the past few months, perhaps 18 months—I checked up 
recently —we have, in response to requests, sent technical information 
to some 40 States in the United States. People have written asking 
for copies of our various publications such as we showed you this 
morning, including Mr. Jacobson and many others. That is one 
benefit, as I see it. 

Another is that, because of the approach TVA has taken to resource 
development, we have been able to take new approaches to old prob- 
lems and I think we have come up with a number of answers—I know 
we have—particularly in the problem of small sawmills which I 
mentioned this morning, which is receiving wide attention all over. 
Just recently we got orders for several hundred copies of our publica- 
tions from the State of Maine, and this last week we received a request 
for a publication on a private management contract to be operated 
by consultants. That request was for 50 copies from the State of 
Washington. Practically every State that has a forestry organization 
has used our experience and technical information derived from that 
experience, which is printed in publications. Last year we found that, 
i response to requests, we have sent out something in the order of 
2(),000 copies of technical publications and reprints based on the work 
we have done in the valley. 
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Mr. Focarty. You may have misunderstood my question, \; 
question was, since this reforestation program has been developed jj 
that area, I was wondering what would be the competitive advanta» 
or disadvantage to other sections of the country, since you are in th; 
business of growing lumber in that area? 

Mr. Kitsourne. That is a very difficult question to answer brief 
and simply. Ido not think we are upsetting any balance of the foresi. 
products industry economy. The valley region is an area of mixoj 
pine and hardwood. We have some of the finest hardwoods in th 
world and it is an important part of the relatively small hardwood 
growing area of the world. And throughout the whole South th 
pulpwood business and the lumber business is progressing yer 
vigorously. 

Now we are beginning fire protection and people are beginning 
plant trees and beginning to manage their woodlands. I do not think 
it is going to change any particular balance. 


fis 


REFORESTATION OF DEVASTATED LAND 


The important thing is that here in this valley we have about | 
million acres of forest land, about 12 million acres of which wa 
partially devastated forest land, which is now coming back into 
productivity. 

Mr. Focartry. What do you mean by devastated? I do not think 
I have seen any of those woodlands that have been cut over but] 
remember being down around Louisiana during the maneuvers in the 
last World War, in 1941, and seeing some of that timberland there 
with stumps about 2 feet through that had been cut off some years 
ago and nothing was growing up. Is that what you call devastated 
land? 

Mr. Kitpourne. That is the type of land we are interested in 
reforesting, although we do not have the same type of topography 
and soil. 

Mr. Focarty. Nothing else grows up? 

Mr. Kinsournse. That is right. It comes back into various 
undesirable scrub species of trees, of little or no value. 

The 12 million acres I am talking about are not completely cut 
over, but much is in low-quality timber. In other words, the best 
material has been taken out, and it has been burned over badly, with 
the result that we have 2 or 3 million acres of land that has little 
on it except culls. Somebody mentioned here this morning post oak 
and blackjack. That is what I mean by devastated. We are inter 
ested in getting that land back into the productive column, producing 
some revenue for the people in the valley who own it—245,000 lant 
owners and approximately 6,000 forest-products industries dowi 
there—sawmills and industries of that kind. 

Mr. Focarty. What are the principal purposes of planting these 
seedlings—economic reasons, or protecting the watershed? 

Mr. Kizsourne. Both. There are two reasons basically. Much 
of this land has been eroded. After it was cleared, it was farmed and 
farmed poorly and hence gullies developed. That is part—the erosiol 
and the watershed protection aspect. The other is simply gett 
that 1,900,000 acres back into the producing column, helping thes 
people to improve their economic base. It is owned in small holdings 
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\fr. Fogarty. Less than 500 acres? 
Mr. KirpourNne. The bulk of it in less than 500 acres; yes, sir. 


ASSISTANCE TO SMALL LANDOWNERS 


Mr. Focarty. And you are concentrating on those smaller owned 
parcels of land. Does that mean you have been helping people who 
wn more than 500 acres in the past? 

Mr. Kizpourne. Yes, sir. But that is a much simpler process; 
because there are only 100 owners of over 5,000 acres. 

Mr. Fogarty. But they were taken care of first? 

Mr. Kirpourne. Not necessarily first. We started working on 
both groups at the same time. It is much simpler to reach 100 people 
han it is a couple of hundred thousand. Also in the case of the large 
holdings, most of the owners were either in the lumber business or 
he coal business, or were investors. They could see the potentiali- 
ies of such a program, in contrast to the man who owns 50 or 100 acres, 
ho has some other business, which may be farming or something else. 
t is much easier to reach the large owners, and this map shows some 
of the demonstrations with some of the larger owners. 

Mr. Fogarty. What about the man with 50,000 acres and up; how 
vany do you have in that category? 

Mr. Kiuzourne. I would have to supply that. We have very few 

them; I would say perhaps less than a dozen. 

(There are 12 landowners with holdings of 50,000 acres or over of 
orest land.) 

Mr. Focarry. But there are quite a few of 10,000 and 50,000? 

Mr. Kinpourne. Yes, sir. 

Mr. Focartry. And they have been pretty well taken care of? 

Mr. Kitpourne. They are making very fine progress. 

Mr. Fogarty. They are really going to make some money out of 
his too, are they not, by the looks of this map? 

Mr. Ki,pourne. Yes, sir. That is the reason they are doing it. 

Mr. Wacner. The nature of our assistance to those people, in 
reneral has been to persuade them to adopt better forest management 
1ethods. 

If you are still thinking about tree seedlings, the number supplied 
y TVA to any one landowner is limited. 

Mr. Krtsourne. To 50,000 trees per year. 

Mr. Focarry. 50,000 trees a year? 

Mr. Kinsourne. These are not areas where these people have gone 
ut and planted; these areas we mentioned were areas with existing 
orests. Did I mislead you there? 

Mr. Focarry. I guess so. I think these programs are good; they 
bre doing them in my State in a small way just rec ently. But, as 
ou say, it is difficult to try to get someone who owns a couple hundred 
heres to put a couple of hundred dollars in planting seedlings when it 
as never been done in that area before. Frequently they just cut 
P - woodlot and in 40 years they come back and cut it off again. 

. Krnnourne. A lot of those people do not need to plant tees; 
ber of them have timber stands, even though badly treated. The 


imber stands can be rebuilt by fire protection and proper management 
ractices, 
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Mr. Fogarty. I figure that is the only way you can do it, but; 
has always seemed to me, in all of these farm programs in the pig 
in Congress over the years, it is the big farmer that gets the advantg, 
of all these things Congress does, and the poor little farmer js yj 
not making a living. 

Mr. Kiupourne. Those are the people we are working with. 

Mr. Fogarry. But at first you did not do much for they 
apparently. 

Mr. Kitpourne. Yes, we did, sir. 

Mr. Focarry. The small fellows? 

Mr. Kiisourne. Initially we started with both groups, but we hay 
made considerably more progress with the larger ownerships than with 
the small ones. We worked with the small ones from the very beg, 
ning. What we are going to do next year is to concentrate on, 
review of the results of what we have done and come up with som 
better answers. 

Mr. Fogarty. Do you ever have any long-range program for thi 
forest program? 

Mr. Kitpourne. Yes, sir; we do. 

Mr. Fogarty. What do you hope to accomplish in 10 years fron 
now? 

Mr. Kiizsourne. I do not think we have it broken down in }i 
years. 

Mr. Focarry. Well 15 years, or 20 years. 

Mr. Kiipourne. I can say this, that in the last 20 years the annul 
value of forest products has increased from $100 million a year for 
business, industries, and landowners, to now, $400 million. And I cw 
say as soon as we got adequate fire protection and good management 
and get the lands reforested, it will be worth over $1 billion a year. 

Mr. Foaarry. Is there any duplication between your work and the 
Forest Service? 

Mr. Kitpourne. You mean the United States Forest Service? 

Mr. Fogarty. Yes. 

Mr. Kinsourne. No, sir; there is not. 

Mr. Focarry. Do not they provide seedlings? 

Mr. Kitspourne. No, sir; not in this area. 

Mr. Fogarty. I mean in other areas of the country? 

Mr. Kiztsovurne. The Forest Service, I understand—and unde: 
stand I am talking about somebody else’s business and I am not al 
authority on it—but as I understand it, they provide a small amouti 
of money to the States under the Clarke-McNary Act—that is smal 
when broken down in terms of each State—for helping them in ther 
reforestation program. But the planting job throughout the South- 
and that is the only part I know about—is so vast that it would requir 
in the order of 11 billion trees to reforest all of the lands that need 
be reforested in the Southern States. It takes the resources of all 0! 
the agencies. They just cannot get the money to supply the trees 
that are needed. Eleven billion trees would be needed to get the }0 
done throughout the Southeast. 

Mr. Focarry. What do you call ‘getting the job done’’? 

Mr. Kitpourne. The lands that need to be reforested. 

Mr. Fogarty. To save the soil, or to provide lumber 40 years !r0ll 
now? 
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Mr. K1tpourneE. To get the lands that should be in forest re- 
orested for watershed protection and for commercial production of 
orest products. 

Mr. Focarty. How many seedlings are you going to raise this year? 

Mr. Kirpourne. We are planning to produce about 18 million. 

Mr. Fogarty. And how will they be distributed; where will they be 
distributed? 

Mr. Kizgourne. Twelve million will be made available to the 
State forestry services in the valley for use in this program. 

Mr. Fogarty. Just in the valley? 


SALES OF SEEDLINGS TO GOVERNMENT AGENCIES 


Mr. Kirpourne. That is right. The other six will be produced 
under contracts with other agencies like the Army engineers and the 
Forest Service. 

Mr. Foaarty. Government agencies? 

Mr. Kitspourne. That is right. 

Mr. Focarty. So anybody living outside of the valley would not be 
eligible to buy any of these seedlings? 

Mr. Kirpourne. No, sir. 

Mr. Fogarty. And you are going to spend $471,000 this year for 
that purpose? 

Mr. Kinpotrne. $471,000 is for the entire forest development pro- 
gram; $119,000 of that is for reforestation. 

Mr. Fogarty. How much would it cost to raise those 12 millien, 
cutting out 6 million? 

Mr. Kinnourne. The 6 million those agencies pay for? We are 
reimbursed; they pay us the cost of production, so that actually helps 
in the program, because it spreads our production cost. The more 
trees you grow the less the unit cost, so that is really an advantage. 
For many years we have had an agreement wiih the Forest Service 
whereby they did not establish a nursery in our area, because they 
depended on our nursery to supply their needs. And they also used 
our trees in Mississippi. TVA trees have also been used at the Arnold 
Air Engineering Center at Tullahoma—all of those agencies have 
looked to us over the years to supply trees for them, which we have 
done, thereby avoiding duplication. 

Mr. Fogarty. Is it cheaper for the Army engineers to buy trees from 
you? 

Mr. Kinpournsg. I assume they get trees at the cheapest price they 
can. We take considerable pride in the quality of our trees. They 
keep coming back to us year after year, I assume, because they think 
itis a good arrangement. 

Mr. Fogarty. Suppose somebody in New England wanted to 
buy them—they could not buy them? 

Mr. Kirpourne. In the first place, we do not grow trees they want, 
except white pine. We grow a relatively small amount of white pine, 
but the major part of our trees are southern pines which do not grow 
in New England. 

_ Mr. Fogarty. You could raise some amount of white pine, though, 
if you wanted to? 

Mr. Kinnourne. I suppose we could if we had the money to grow 
them. It costs a little more to grow white pine. 


63240—55——20 





304 


Mr. Focarty. Is white pine worth any more after 40 years tha 
southern pine? 

Mr. Kripourne. Yes; it probably is. It is a very fine wood 
Southern pines are used for pulp and lumber and things of that kind 
White pine, of course, is a more valuable wood for interior trim an 
patterns and has a great variety of uses of higher value. 


FUTURE OF THE PULPWOOD INDUSTRY 


Mr. Foaarty. Take, for instance, the pulp industry, 20 years from 
now; how will the pulp industry have been changed from what it js 
now? Where do we get the most of our pulp now? 

Mr. KitsourNe. It comes from a number of sources. We used ty 
import a lot of it from Canada and even from Sweden and Norway. 
but since they discovered how to make newsprint and kraft paper ou, 
of southern pines, the emphasis has shifted. There is a big pulp 
industry in New England and up in Canada, based on spruce and fir, 
I do not have any recent figures on just where most of those plants are 
located, but there has been a tremendous increase in pulpwood produ. 
tion in all of the Southern States. 

Mr. Focarty. Do you have any idea how much it will increase in 
the next 10 or 20 years? 

Mr. Kitpourne. No, sir. But there are some predictions on that 
which I would be glad to supply for you. 

Mr. Focarry. Will you supply them for the record? 

Mr. Kiipourne. Yes, sir. 

(The information requested follows:) 


{Entire United! Southern 
States | States 
| 
Estimated pulpwood requirements, by millions of rough cords: | 
1952 Didi ee aaa 9.5 | 
1960 . . 38.9 | 
1970 3.9 
Estimated lumber requirements, by billions of board-feet: | | 
1952 | 
1975 | 
Estimated softwood plywood and veneer requirements, by billions of square | 
feet: | 
1952_ . 
1975__- 





Source: Pages 58, 59, and 76, America’s Demand for Wood, 1929-75, Stanford Research Institute, 1954. 


APPROPRIATIONS FOR RESOURCE DEVELOPMENT PROGRAM 


Mr. Puiuurps. I would like to ask the budget officer to give me 
figures as far back as he has them of the year- -by-year appropriations 
for resource development. This year’s budget asks, 1 think, for 
$1,106,000. 

Mr. Van Mot. $1 million direct cost. 

Mr. Puiuuies. I also have a figure of $1,114,000. 

Mr. Van Mot. That includes depreciation on facilities. 

Mr. Puruuires. I think the real difference is that you have $8,000 
incidental income that is deducted from the $1,114,000, which makes 
net of $1,106,000. 

Mr. VAN Mot. That is the total expense of the program; yes, sit. 
However, that includes some depreciation for facilities used in the 
program. 
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DEPRECIATION OF GENERAL FACILITIES 


Mr. Patties. Before we pass depreciation, I would like to call 
attention to the fact you are charging a nominal $10,000 depreciation; 
also, in the 1954 appropriation you show $192,545; so maybe the 
record should show why you deduct $192,545 in a single year. 

Mr. Van Mot. I can explain that now. 

Mr. Pariurps. Provide it for the record if it is going to be lengthy, 
but give me a thumbnail reason now and provide a more extended one 
in the record; because unless you were charging off on the basis of 
20-vear amortization, which would have been 18 years then, you will 
have a little problem of reducing it $182,500 in 1 year. 

Mr. Rasaut. What is the difference? 

Mr. Van Mou. In 1954 the depreciation shows as $192,545. Some 
of that reflects writeoff of the undepreciated value of some boat 
harbors which I believe, were turned over during that year, to the 
local communities for operation. 

Mr. Parturps. How did boat harbors get into resource development 
and not in your navigation, or recreation funds? 

Mr. Van Mou. That question goes to the history of the resource 
development program. 

Mr. Puiturps. Unless the chairman wants to hear it now, maybe 
you had better make it clear by a statement in the record. 

Mr. Raspaut. Yes; suppose you supply that for the record and show 
what the difference is that has been requested. 

(The information requested is as follows:) 


Depreciation charges of $192,545 are broken down as follows: 


Depreciation writeoff of boat harbor facilities transferred to city of 

Decatur, Ala_ ciel as a eae $108, 972 
De -preciation writeoff of boat harbor transferred to city of Guntersville, 

BB ot fe Se Leal SOGOmen 
Depreciation writeoff of minerals laboratory equipment transferred to 

State of North Carolina . 8,359 
Normal depreciation charges for the above facilities and equipment for 

the year___- ; 753 
Normal depreciation chs irges for the year for resource deve lopment. facili- 

ties (tree nursery facilities, map-drafting equipment, surveying instru- 

ments, e 


7 
é 


o-oo ’ 


12, 340 


eRe tM Tae tee a ts as cena os 


192, 545 


Some years ago TVA conducted activities to assist and encourage the State 
and local agencies in the development and use of the recreational resources which 
vecame available to the region when the TVA reservoirs were created. This 
work was a part of the resource development program. Earlier work which TVA 
conducted on the mineral resource problems of the region was likewise a part of 
the overall resource development activities. In recent years, TVA has withdrawn 
from active participation in recreation and mineral resource development. In 
order to encourage State and local agencies to accept responsibility for these 
act vities, related facilities were transferred to these agencies for operation and 
meintenance. The undepreciated value of the facilities was charged to the pro- 
gram activities for which they were used. 


Mr. Puriures. Now if it is $1,106,000 estimated for next year, your 
estimate for the current fiscal year was $981,000. Is that right’ ? 

Mr. Van Mou. Those two figures are not related. The figure that 
‘related to the $1,106,000, in 1955 is $974,000. 

Mr. Puruurps. Is the difference a $7,000 return—incidental income? 

Mr. Van Mou. Yes, sir. 
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Mr. Puiuurps. Put in the record or tell me now what this incideniy 
income consists of. In a million dollar outlay by TVA, $8,000 retyy 
does not seem to be very much. How do you get $8, 000; ‘from what 
source? Maybe Mr. Kilbour ne sold some trees. 

Mr. Kizzourne. This is a budget and accounting question whiy 
I would rather not muddy up by trying to answer. 

(The requested information is as follows:) 


t 


Sales of fertilize> 


EXPENDITURES FOR RESOURCE DEVELOPMENT 


Mr. Puruuires. While you are looking that up, I have a notatin 
that in fiscal 1954 we have the actual expenditures and that wy 
$1.4 million in round numbers, or $1,412,161. 

Mr. Van Mou. Yes, sir. The total expense, including depreciation 

Mr. Puituips. Now can you give me 1953? How far back can yu 
go from the books you have there? 


] 


Mr. Van Mot. I do not have the figures prior to that time readily 
available. It will take a minute or two to look them up. 

Mr. Puiuuies. Look up 1953 and 1952, and then go back some |( 
years when you get the transcript, and put it in the transcript at that 
time. But give me 1952 and 1953. Give me 1953 right now, fora 
particular reason which I will indicate in a moment. 

(The information requested is as follows:) 


Direct expenditures of resource development activities are as follows: 

ORES Gia oom ode wih Se cc gh $4, 208, 321 
5, 613, 280] 1951___ 4, 197, 10 
6, 985, 982 | 1! , 880, 
4, 688, 061 | 195: 2, 0: a 
4, 319, 682 5 

Mr. Van Mot. In 1953, direct expense was $2,037,272. 

Mr. Puiuurps. And in 1952? 

Mr. Van Motu. We do not have 1952 with us. 

Mr. Puiuures. The reason I wanted to point that out is that money 
spent for resource development in this area has gone as high as $/ 
million, shall I say, was it not? Who knows? 

Mr. Waener. I do not know. I do not recall it was that high. 

Mr. Puruurps. It went up very high. 

Mr. Waener. It was higher than at present. 

Mr. Putuurpes. It went up as high as $7 million and each year tt 
was pointed out in the subcommittee that this was to a very large 
extent a duplication of the work done by the other agencies of t! 
Government, or in the other 42 States of the United States, whi 
was carried on by the State agencies, by their agricultural departments, 
or whatever it is called in the States, resources department, publi 
lands, and so forth. And after 1952 and in 1953, under my distil 
guished colleague, Mr. Thomas, an effort was made to wean the 
Tennessee Valley Authority, so that in fiscal 1954 the amount was 
reduced to $1.4 million and a very firm statement was made by the 
committee that there must be a weaning process carried on immeti- 
ately; that it was improper for people in the other 42 States to carry 
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n the same activities as out-of-pocket activities which were carried 
nin their States by the State chamber of commerce, State organiza- 
sons, farm bureaus, Granges, farmers’ unions, and all of the other 
rganizations which were doing it at their taxpayers’ expense individu- 
ly. In addition, as mentioned by Mr. Kirwan about mapping the 
rea, | think that is duplicated at least half a dozen times in the 
gencies of the United States, and these farm things. 

Now the point I want to make is that after that I had a visit—I was 
he succeeding chairman to Mr. Thomas, and I had a visit from repre- 
mtatives of the Tennessee communities and the State of Tennessee, 
nd the point which was interesting to me, Mr. Chairman, was they 
Jid not object too strenuously, shall I say, on the academic side. They 
elt they were getting a benefit which other States did not get and 
hich other States paid for, but their request was they be given a 
hance to pick this up themselves. They said the legislature had a 
biennial session in Tennessee and if we would carry the amount they 
elt was the minimum upon which they could operate that year, they 
vould do something about it in their several States. 

For that reason, we put back in the Senate and in the conference 
51 million—$1,412,000 which shows here. 

Now, Mr. Chairman, instead of doing anything about it, this last 
ear the other body raised the amount we appropriated to $974,000 
and this vear we are again on the escalator and we are up to $1,106,000. 

I think that ought to be a matter of record in the committee hear- 
ngs, because as you go down the list of expenditures you have agricul- 
ural resource development, which is a complete duplication of the 
vork of the Department of Agriculture and in other States by the 
‘tate departments of agriculture; you have watershed development, 
vhich is a duplication, I presume, of the Corps of Engineers; you have 
orest resources, which is a duplication of the Forest Service in other 
areas that I know; you have topographic mapping, which has already 

been discussed; you have overhead, and distribution of the overhead 
expense. And I think we are now entitled to ask these questions, 

[r. Chairman, after these 3 years of advance knowledge that that 
vork was to be eliminated rather than increased. And I point out in 

the hearings a year ago Mr. Clapp testified: 

In their total budgets, the seven valley States carrying on programs that run 

ahead of TVA are putting about $45 million into resource development activities. 


And at another place he said: 

This effort to get the States to take some responsibility in this field— 
that is resource development, the thing we are talking about— 
is sueceeding and has been growing over the years. 

Now on the basis of your own testimony in the past, there seems to 
be a peculiar situation in which it appears that only 3 percent of the 
total funds budgeted for the 7 valley States goes to this same situation. 
And also I do not think this points up very well this leadership in the 
field you have referred to in your testimony now, and in other testi- 
mony, and I will read to you from a statement on page 75 of your 
justifications, the third paragraph: 

* * * TVA has stimulated their growth— 
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referring to the development of agencies in State and local resources— 


and has constantly encouraged them to assume increasing responsibilities fo. 
leadership in regional development. As other agencies take over a part or all , 
a project that TVA may have initiated or in which it may have been a leadiy 
participant, the Federal partner withdraws. There are many examples of this 
shift of responsibility during the past 21 vears. 

So I point out to the other members of the committee who are not 
as familiar with it as some of us, that this is not new, this shift of re- 
sponsibility, and instead of being eliminated completely as Congress 
on this side of the Capitol intended, we are now starting to build y ur 
again to $1,106,000. 

Now why not eliminate the entire activity? 

Mr. Rapavut. Before you leave it, it says here: 

There are many examples of this shift of responsibility in the past 21 vears, 


Why don’t we put those in the record? 
Mr. Puruurrs. I think it would be excellent. 
Mr. Waener. I think it was asked that they be put in the record 
this morning. 
FOREST RESOURCE DEVELOPMENT 


Mr. Puriures. Why not eliminate the entire activity and let th» 
Tennessee Valley area operate just exactly as the other 42 States o! 
the Union operate? 

Mr. Waener. Mr. Phillips, you have asked a number of ques- 
tions 

Mr. Raxsavut. Before you start, I want to know if there are simila: 
activities in other States under other agencies of our Government. 

Mr. Waaner. Activities which we carry out in this field? 

Mr. Rapavt. Yes. 

Mr. Waaner. We do not, I believe, duplicate activities of othe: 
agencies of the Government. 

Mr. Rasavr. In your State, or all over? 

Mr. Wacwnen. In the Tennessee Valley. I do not know that th 
particular kinds of activities in our resource development program 
are carried out elsewhere as we perform them. Of course topographi 
maps are made throughout the United States. There is no duplication 
however, in making these maps in the Tennessee Valley. 

Mr. Rasaur. The Federal Government contributes toward t 
Forest Service of the States, does it not? 

Mr. Waaner. That is right. 

Mr. Rapavt. In the TVA Act, you are charged with the respons- 
bility of doing this, are you not? 

Mr. Waener. That is right. We have the responsibility for carry 
ing out these activities defined in the act. 

‘Mr. Rasavr. The point I am trying to make is I do not understan¢ 
from Mr. Phillips this one thing: If this kind of ac tivity is under t! 
Forest Service in one State and under Agriculture in another, and t i 
funds come from the same source, but in this particular area the mait 
responsibility is charged to them under the TVA Act, I cannot quite 
understand it. And then, of course, another thing is if there is a 
quest that this should be taken out and abandoned, and so fort! 
why did not the committee cut it out last year and abandon it? 

Mr. Puitures. We did, but the Senate-put it back. 
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Mr. Ranaut. Well, you were in the conference. 

Mr. Putuuips. The Senate put it back; that is the answer. 

Mr. Rasaut. You mean the House wanted this out? 

Mr. Puiuuipes. That is correct. 

Mr. Rasaut. And the Senate insisted that it be kept in? 

Mr. Puituirs. That is correct. I will answer the question you 
specifically ask and I think it suggests one illustration of many. Mr. 
Fogarty was asking about reforestation. The total amount appro- 
priated for the reforestation program in New England and all of the 
other 42 States is approximately $500,000. These gentlemen before 
us are asking for $471,000 for reforestation in the Tennessee Valley 
alone. That is the answer. 

Mr. Rasaut. Is that the amount under both Agriculture and the 
Forest Service? 

Mr. Purturps. That is correct. 

Mr. Ranaut. $500,000 for the whole country? 

Mr. Putturps. That is correct; but $471,000 out of the taxpayers’ 
money for reforestation in the Tennessee Valley alone. 

Mr. Rasaut. What about the watershed treatment projects? 

Mr. Putturrs. For that, I cannot give you the figure. 

Mr. Ranaut. Does not that come into this? 

Mr. Putturps. Yes, but I cannot give you the figure. We asked 
what amount the Corps of Engineers gets this year for comparable 
work in the entire United States. 

General Vocr.. I do not think they are really doing that kind of 
work, though. 

Mr. Rapaut. Is your work connected with watershed protection? 

Mr. Waanrer. We were doing some watershed protection work. 

I would like to make some comments on those other questions that 
were raised. I do not know what the Forest Service’s annual budget 
is 

Mr. Rapavut. I do not know about the Forest Service, but water- 
shed work is away up. 

Mr. Puiturps. You are asking for $336,000 for watershed work. 
Ido not know what the comparable and duplicating work might be, 
if it exists. 

Mr. Waaner. I would like to comment on the figures you gave a 
moment ago on reforestation, comparing them with the TVA’s forest 
resources budget of $471,000. The $471,000 is our total forest resource 
development work. It is not just reforestation. I do not know what 
the Forest Service’s budget is for its total work, but I am sure it is 
several million dollars. Mr. Kilbourne tells me he thinks it is maybe 
$35 or $36 million a year. 

Mr. Rasaut. Now based on the $471,000, what do you do? 

Mr. Wacner. The work which Mr. Kilbourne has described at 
some length. 

Mr. Rapavr. Put it down under the different headings right now. 

Mr. Kitzovrne. It is spelled out beginning on pages 84 nad 85. 

Mr. Rasaut. We do not want the pages: we want the headings 

and the amount under each. 
_ Mr. Kitpourne. “Analysis of Valley Forests,’ $75,000; “Assistance 
in Sustamed Forest Productivity,’’ $129,000; “Assistance in Forest 
Protection,” $35,000; “Reforestation,” $119,000; ‘“‘Assistance in Tim- 
ber Processing and Utilization,” $113,000. 
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Mr. Rasavut. Now is there any other work this sum applies to, 
other than this work that has been enumerated? 
Mr. Kintsourneg. No, sir; not in the $471,000. 


COMPARISON OF PER CAPITA FEDERAL EXPENDITURES IN THE TENNEgspp 
VALLEY AND IN THE UNITED STATES 


Mr. Waener. I would like to say that disproportionately heayy 
Federal expenditures do not occur in the Tennessee Valley. Fo, 
example, the total Federal expenditure for land and agricultural yp. 
source development programs in the United States, per member of 
the United States farm population, during the fiscal years 1934-53 
is $1,228. The average for the 7 Tennessee Valley States is $707. 
about 58 percent of the national average. The latter figure includes 
funds TVA spends as well as the USDA in these fields of land and 
agricultural resource development. 

Mr. Puruures. I did not hear what the item was supposed to include, 
What is this $1,228? 

Mr. Waaner. The average expenditure for land and agricultural 
resource development per member of the United States farm popula- 
tion for the period 1934-53. 

Mr. Waaner. Those are expenditures by the United States Depart- 
ment of Agriculture. 

Mr. Puruurps. I would have to have that broken down, Mr. Chair- 
man, because, you see, there is a certain coverage of whatever the 
Department of Agriculture and its subsidiaries performs. 

Mr. Rapaut. The coverage would be the same in both cases? 

Mr. Puiiurps. There would be a certain coverage in this area of 
some of the work done by TVA. 

Mr. Waener. The $707 includes the work done by the Department 
of Agriculture, in the 7 Valley States, plus the work done by TVA. 

Mr. Rasavut. The relationship is $1,228 to $707 per capita? 

Mr. WaaneEr. Yes, sir. 

Mr. Putuuips. Could you have that broken down in the record for 
me, showing how you make up the $1,228? 

Mr. WaGNER. Yes, sir. 

Mr. Puiturps. That is not too far off. 

Mr. Waaner. The Treasury’s net investment in water and power 
resources development up to June 30, 1953, is $235 per capita, in the 
Tennessee Valley region, against, for example $390 per capita in the 
alluvial valley of the Mississippi River. 

If you take total Federal expenditures in the period from 1934 to 
1953, in the Tennessee Valley they have been less than half the aver- 
age per capita figure for the United States as a whole. 

The figure is $5,430 per capita in the United States as a whole, 
and $2,600 per capita in the Tennessee Valley. 

Mr. Puriurps. May I have that one broken down also? 

Mr. Waaner. Yes, sir. 

(The information follows:) 

The $5,430 per capita in the United States and $2,600 per capita in the Ten 
nessee Valley region for total Federal expenditures are made up of expenditures 
for Federal purchases of goods, new construction, Federal transfer payments, 


compensation of employees, and other components of Federal expenditures 
reported by the Department of Commerce in National Income, 1954 edition 
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The $1,228 per capita United States farm population and $707 per capita farm 
population in the Tennessee Valley region for land and agricultural development 
are made up of USDA expenditures for agricultural experiment stations, cooper- 
ative extension, research and marketing, the agricultural conservation program, 
and other expenditures obtained from annual budget documents of the USDA, 

Mr. Puiturpes. In the one example which I gave, even taking Mr. 
Wagner’s own figures, the total for reforestation for the entire United 
States was $500,000, and in the request, without overhead, in the 
TVA area, it was $113,000. In this small area we are expending 
one-quarter as much as is spent for the other 42 States. 

Mr. Waener. I believe there are expenditures for forestry activities 
in the other States of a kind which are not made by TVA. 

Mr. Puiturps. Basically, it comes back to the question of whether 
we want duplication. 

Our subcommittee in the past has been allergic to the creation of 
duplicating agencies, and I do not believe we need any better illus- 
tration than the one which Mr. Kirwan gave which is so good, and 
that is you have 2 people 1 year, and the first thing you know you 
have 200 people. 

How many employees in the TVA are directly engaged in resources 
development? 

Mr. Van Mot. In fiseal 1955? 

Mr. Puiuures. Well, take, for example, the request which you are 
making for fiscal 1956. You have it right there. 

Mr. Van Mot. In 1956, it amounts to about 95 employees. 

Mr. Parties. That is, you have 95 employees engaged in this 
specific activity? 

Mr. Van Mou. Yes, sir. 


AREA IN WHICH RESOURCE DEVELOPMENT PROGRAM IS CONDUCTED 


Mr. Paruures. Would it be possible for you to break down, without 
too much difficulty, and I suppose you would want to take the figure 
of $1,250,000 for 1954, as to how it was expended in the 7 States 
which are involved in the Tennessee Valley area? 

Could you do that? 

Mr. Van Mot. I do not believe we could do that. That would be 
rather difficult. 

Mr. Wagner. I do not believe that would be feasible. 

Mr. Puruurrs. I think it is important that we should get from you a 
firm statement as to the amount of government money which is 
being spent in these States in those areas which are outside of what is 
really the Tennessee Valley area under the statute. 

Mr. Kitpourng. May I comment on that, Mr. Phillips? 

Mr. Puitures. Yes, Mr. Kilbourne. 

Mr. Kinsourng. The forestry program is confined to 125 valley 
counties, 

Mr. Parties. Where are they? Are they all in Tennessee? 

Mr, KinBourNsE. No; there are seven States involved. 

General Voce. They are within the range, I think, of this map, 
lere, 

Mr. Ranaut. Are you spending any money outside of the valley? 

General VocEu. In resources development? 

Mr. Razaur. Yes. 
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General V ORL. Mr. Kilbourne, do you not mean within the rag 
of that map? 

Mr. Rapavur. That is the area; is it not? 

Mr. WaGner. The resources development program generally appli« 
to expenditures within the Tennessee Valley area itself, within thy 
watershed, but let me explain that if we encourage a State agency jy 
Alabama to do a more intensive job inside. the "Tennessee Valley, 
presume that their new activity is not necessarily confined to that any 

It extends over into the State as a whole. Some of our activitis 
are carried on in conjunction with the Alabama State Planning Cop. 
mission, which is a statewide agency. 

Mr. Rasavut. Are you spending money for that? 

Mr. WaGnNer. In cooperating with the State agencies? 

Mr. Rapavut. Is TVA spending money for that because thi 
particular fellow wants to do something? 

Mr. Waaner. We have encouraged the establishment of they 
State agencies, and many of them have been organized and they ar 
now doing & more intensive job in resources development than they 
formerly were. 

Mr. Phillips, you mentioned that a year ago it was indicated thy) 
the States were spending about $45 million a year in these fields, 

Mr. Puiuurpes. That was Mr. Clapp’s statement. 

Mr. Waaner. I think, to add another year to that, would make i 
about $50 million. 

Mr. Puriurps. Which is still only about 4 percent of the totd 
amount being spent. 

Mr. Rasaut. I have not received an answer to my question. 

Mr. Puruurps. The answer is ‘Yes,’”’ Mr. Chairman. 

Mr. Rasaut. The point is this: You are not spending any money 
if you talk to an agency to get them to do something, say, over it 
Alabama, which is outside of the area. 

Are you spending any money to develop that program outside od 
TVA? 

Mr. Waaner. Well, the man who talks to the chairman of the 
Alabama State Planning Commission is a TVA employee. 

Mr. Rasaut. I was talking about putting money into the activity. 

Mr. Waaner. On the other points which you mentioned— 

Mr. Puiurrs. Mr. Kilbourne, are you selling trees to be planted in 
Alabama, Georgia, North Carolina, or anywhere outside of the 
immediate area of the basin of the Tennessee River, or the drainag 
basin of the Tennessee River? 

Mr. Kiisourne. The only trees we sell, Mr. Phillips, are those t0 
other public agencies which I named, the Forest Service, the Corps 
of Engineers, and agencies like that. ) 

Where they use those trees, we do not know. They buy them an 
pay us our cost. 

Mr. Puruures. There is your answer, Mr. Rabaut. 

Mr. RaBavt. ‘No; that is not the answer. The answer is that they 
sell those to the agencies of the Government, or someone else, at thet 
cost. 

The point is: Are you planting trees there yourself? Are y0l 
doing that type of work outside of the valley? 

Mr. KritBourne. No, sir; we are not, and we never have. 
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Mr. Rasaut. The only money which they are spending in that 
onnection is for some one of the employees who might be talking 
o someone who works for the Tennessee Valley Authority? 

Mr. Kitsurn. That is right. 

Mr. Purtuips. They go further than that, Mr. Chairman. I did 
1ot think this was any point of great importance, myself, but they go 
n great deal maine that, because when they encourage, we will say, 
he agricultural commission, or the Department of Agriculture of 
\labama, or Georgia, to do certain things, or to do things for them, 
hey are in effect doing things for those two States which the other 
States of the United States do for themselves. 

Mr. Rasaut. Does the Forest Service of the Department of 
\criculture do these things for other States? 

“Mr. Puiurrs. The State departments of agriculture in the various 
‘tates and the Federal Department of Agriculture also does it for those 
states. 

Mr. Rasavt. Sure. 

Mr. Puttuips. All right but it is out of TVA funds and in duplica- 
ion of the other work. 

Mr. Rasaut. I do not understand it. I do not wish to belabor the 
point, but here is what I thought: I thought that under the TVA Act 
hey were charged with this responsibility for this area. 

Mr. Puiiures. That is correct. 

Mr. Rasaut. I thought that similar things which they are charged 
‘ith here and which we are talking about now, are done by other 
agencies of our Government, including the Forest Service and the 
Department of Agriculture, for other States, only they do not have a 
TVA. 

So, it is done through different agencies of the Federal Government 
in the other States. 

That was my thought on this. If I am wrong, I want to 
’e corrected. 

Mr. Puiuuips. You are essentially right, except for the fact that 
there is a duplication of coverage. 

Mr. Waener. Mr. Phillips, I have said before that we think that 
there is no duplication. 

Mr. Patuuips. We will say, especially in the last 3 years, since this 
1as been a very moot question before the subcommittee, and upon 
which we have taken a stand several times, just what effort has the 
TVA made to get the seven valley States to take over the responsi- 
bility for their own resources development work? 

Mr. Wagner. They are constantly taking an increased degree of 
responsibility for that, as exemplified by the nuniber of dollars which 
they have expended in these programs. 

Mr. Putuuips. All you showed was a $5 million increase. 

Mr. Wagner. The increase in 1 year was $5 million. 

Mr. Putiips. And out of $1.5 million of last year, that is not very 
much, is it? 

_ Mr. Rapaur. I am going to somewhat agree with you on that. 
1 think, maybe, they could do it, and they should do it, but the fault 
's with us, and unless that section of the act is repealed, there is no 
reason for them to do it. 

_ Mr. Putuires. Mr. Rabuat, there is a very simple method of doing 
it without repealing the act. 
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Mr. Razaut. I know; you can take the money away from they 
but the point is they are traveling on their own if they keep on doing 
it, because they have the power of the act behind them. ; 

Mr. Waener. Mr. Chairman, we think this is a very effective par 
of our total program for getting the resources of that region developed, 
We have said that many times before this committee, I am sure. 

Mr. Puruuies. On this matter of resources development, I have one 
final question: 

Mr. Kilbourne showed us this map, and these are all similar cases 
and that means they are all lumber companies of one kind or another 

Is it not a fact that in the other parts of the United States which 
are recognized as timber areas, that a great deal of this reforestation 
is done nowadays at the expense of the lumber company? 

Mr. Kiisourne. I am afraid I did not get your question. 

Mr. Puiurrs. In the other areas of the United States, is not much 
more, or a great deal of this reforestation work, done at the expense of 
the lumber companies who do their cutting over the land, and make 
profit by cutting over the land? 

Mr. Kiitsourne. That is correct. 

Mr. Puiuurrs. Mr. Chairman, I had only two other questions. 

Mr. Kiirsourne. Mr. Phillips, I would like to add that in the 
valley there is a different condition. We have very few large com- 
panies, compared to the ones with which you are familiar in California. 
Most of the companies and most of the lumber business in the valley 
is made up of small operations—one small circular mill—and very few 
of them own their own timberland, for example—relatively few in 
relation to the number. 

Mr. Puiuurrs. Mr. Kilbourne, someone owns it. 

Mr. Kiispourne. Yes; it is mostly owned by farmers. 

Mr. Puiuurps. If someone has 100,000 trees, and if he cuts 100,000 
trees, he has to plant 100,000 saplings, and the same is true if a man 
owns 10 acres of land and cuts 10 trees, he has to plant 10 trees to 
replace them. 

It works out just the same, no matter whether he is small or big. 

He has a relative cost, and a relative obligation, and I do not think 
his obligation is inherent upon the United States. 

Mr. Kitpourne. At places where the companies are doing the 
thing you speak of, the large companies of which we now only have 
one in the valley, the Bowaters Paper Mill, they are buying trees 
and planting them on their own land. 

Mr. Puiuurps. But, you do not think, Mr. Kilbourne, that that has 
been done over the years. I think in Mr. Magnuson’s State there's 
more of it in California—you referred to California—and you do not 
think that was done voluntarily for them; do you? There was a lot 
of effort on the part of these people, and on the part of the State, 
and I am suggesting the same effort in Tennessee would have produced 
the same results. 

Mr. Kiizpourne. That is the only answer I could give to that. 

Mr. Puitures. Mr. Chairman, the only other questions I have are 
not directly on the matter of resources development. So, if there we 
other questions, I will yield at this time. 

Mr. JEensEN. In line with the colloquy which has been going 02, | 
am interested in knowing if there are any private nurseries in the 
Tennessee Valley. 
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\{fr. Kinpournr. There are some nurseries which produce orna- 
mental trees and fruit trees. There are no private nurseries in the 
valley which produce forest trees, the type of trees which we raise. 

Mr. Jensen. They could produce them if they had an opportunity, 
and could then sell them at a reasonable profit. Of course, I can under- 
stand why there are no nurseries now in the Tennessee Valley for 
selling trees, When you sell them for 55 cents a hundred, or $5 per 
thousand. 

Mr. Krzpourne. The figure is $5 per thousand, or 55 cents per 
hundred. 

Mr. Jensen. Well, I can understand why there are no nurseries 
producing trees, other than fruit trees. 

\lr. KmnBpourNE. May I comment on that? 

Mr. Jensen. Yes. 

\r, KinnourNng. Before TVA went into the business of producing 
trees, We spent considerable time trying to find the trees which we 
needed. We went to some of the larger nurseries in an effort to get 
them to produce forest tree seedlings, and we struggled along for 2 
or 3 years with an undependable supply, and very poor quality of 
trees, 

We found that one company was going out into the woods and 
pulling up wild seedlings, and selling those to us. 

Mr. JensEN. Did you not have knowledge of the fact that there 
were nurseries in the United States in other States where you could 
buy these trees? Or did you know about that? 

Mr. Kinpourne. There were none in the valley. 

Mr. Jensen. I am not talking about the valley. I am talking 
about the other States which have a financial interest in the Tennessee 
Valley. 

Mr. Kitpourne. The pertinence of the valley—— 

Mr. Jensen. Or, have you fully made up your mind that you are 
simply not going to buy anything from private nurseries in other 
States? 

Mr. Kitspourne. No, sir; the point is, Mr. Jensen, that the States 
in which the nurseries to which you refer are located, are not climati- 
cally situated where they can produce the kind of trees which we need 
in the valley. 

Mr. Jensen. Now, wait a minute. That is a very broad statement. 
I do not think you want to leave that on the record, even. 

Mr. Rapaur. Off the record. 

(Discussion off the record.) 

Mr. Jensen. It is just another case where TVA simply is not going 
to give private industry an opportunity to take part in anything in 
that area if they can help it. Everything points to that fact. 

Do the States in the Tennessee Valley appropriate moneys for 
forestry development, as do the other States of the Union? 

Mr. Kinpourne. Yes, sir. 

Mr. Jensen. To what degree? 

Mr. Kinnourne. Well, I have some figures here which I think will 
be helpful. 

Mr. Jensen. All right; furnish them for the record. 

Mr. KILBOURNE. Very well, sir. 

he information is as follows:) 
In 1955, forestry budgets for the seven valley States total some $9 million 
cerived from State, county, and private funds. 
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SOIL CONSERVATION SERVICE ACTIVITY IN AREA 


Mr. JENSEN. Now, we know the value of commercial fertilizer anj 
we also know that without proper soil and water and moisture ¢op. 
servation, that we would not get very far with the improvement of oy, 
soil, even with these new commercial fertilizers. 

Now, my question is: Does the Soil Conservation Service have soi] 
conservation districts in the Tennessee Valley, as in the other States? 

Mr. KrLBourNeE. Yes, sir. 

Mr. JeNnsEN. In all of the counties? 

Mr. Kitsourne. No; I would not say that all of the counties are j 
soil conservation districts, but there are soil conservation districts jy 
the Tennessee Valley area. 

I do not know how many there are as of the present time. 

Mr. Jensen. Well, I think about 95 percent of all the counties jy 
America now are organized in the soil conservation districts, and most 
of them are county soil conservation districts. 

I presume that the other 5 percent, and many of them, or at least 
some of them, are in the Tennessee Valley, which are not organized 
into the soil conservation districts. 

Does the Tennessee Valley Authority cooperate with the Soil Con- 
servation Service, the regular organization which knows more about 
conservation, and conserving our soil and moisture resources, than 
anyone else in America, or any group, including the TVA officials? 

Mr. Kitpournr. Do you want to answer that question, Mr. 
Wagner? 

Mr. Rasaur. Do you cooperate fully? 

Mr. Wagener. Mr. Chairman, we do cooperate with the Soil Con- 

servation Service; yes, sir. 

Mr. Jensen. To what degree? Just how do you? 

Mr. Waanuer. The Soil Conservation Service has districts in coun- 
ties in the various areas. The farmers there form them as they do 
elsewhere. 

In some of these projects which you have mentioned, the Soil 
Conservation Service technicians assist in their usual manner in work- 
ing out plans on farms upon which our fertilizers are used, and in 
similar ways. 

Mr. Jensen. But, you do not know how many districts are organ- 
ized in the Tennessee Valley watershed? 

Mr. Waaner. No, sir; I do not have that information. 

Mr. Jensen. I will ask you to furnish it for the record. 

Mr. Waener. All right, sir. 

(The information requested follows:) 


There are 80 soil conservation districts in the 125 valley counties. 
BACKGROUND OF MR. KILBOURNE, DIRECTOR OF FORESTRY RELATIONS 


. oe Rasavur. Mr. Kilbourne, what are your qualifications in this 
eld? 

Mr. Kiizourne. I had rather you would ask someone else for that 
information, Mr. Chairman. 

Mr. Rasaut. No; I am asking you, and I want it in the record. 

Mr. KILBouRNE. Well, I have a bachelor’s degree, with a major I 
chemistry and a minor in physics, and I have a masters’ degree from 
the Yale School of Forestry. 
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I worked for the Western Electric Co. in lumber research for about 
year. 1 worked in the State of Tennessee for about 3 years, and the 
tate of Maryland, in a combined job, as extension forester and 
ssistant State forester, for approximately 3 years, and have been with 
he Tennessee Valley Authority since November 1933, with the excep- 
ion of 3 years, which I spent with the United States Marine Corps. 
have served in the Authority as the Assistant Section Chief and as 
ranch Chief, as we now call it. Iwas Branch Chief prior to the War. 
was Assistant Director of the Division since 1946 and since about 
fay 1 of last year, I have been Director of the Division. 

Does that answer your question, sir? 

Mr. Rasaut. Yes. I would say you would be pretty well qualified 
o know about these matters; would you not think so? 

Mr. Purturps. Yes; I would. 

Mr. JenseN. Mr. Chairman, I think all of these men are well 
ualified to run their government down there, and to run that empire. 

Mr. Rapaut. I would like to get some advice from them about that 
fichigan pine which was placed out here. 

Mr. JENSEN. Since you mentioned that, Mr. Chairman, while I 
vas sitting here, I jotted down a statement in which I took the per- 
onnel which is here today, and their particular job, and listed what 
‘ame to my mind as I listened to all these gentlemen yesterday and 
oday. 

The Tennessee Valley empire, as organized and administered, 
voverned and controlled, is handled by the following people as counter- 
parts of our United States Government officials: 

Gen. Herbert D. Vogel’s title as Chairman of the Board of Directors, 
holds the counterpart position in our United States Government of 
the President of the United States. 

Dr. Harry A. Curtis, as another member of the Board, is the first 
vice president. 

Dr. R. R. Paty, director, is the second vice president. 

A. J. Wagner, general manager, is the prime minister. 

G. O. Wessenauer, manager of power, is the secretary of the interior 
for this TVA empire. 

R. A. Kampmeier, assistant manager of power, is the under secretary 
of the interior. 

Joseph C. Swidler, general counsel, is the attorney general. 

George K. Leonard, chief construction engineer, is comparable to our 
Chief of the United States Army engineers. 

Charles Young, manager of chemical engineering, is the Chief of 
the Bureau of Mines. 

Harry W. Case, director of personnel, is the civil-service director 
for the TVA empire. 

Richard Kilbourne, director of forestry relations, is the director of 
forestry. 

L. J. Van Mol, chief budget officer, is the budget director for the 
TVA empire. 

_L. E. Ellis, budget staff, is the secretary of the treasury of the 
'VA empire. 

Marguerite Owen, Washington representative, is the ambassador 
to Washington, D. C., from the TVA empire. 

Now, the only conclusion I can come to is that here we have a 
‘ounterpart or the counterparts of the United States Government 
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running this empire—autocratic empire—within our great Unite 
States Government. 

Why should TVA employees all be outside the jurisdiction of {jy 
Civil Service Commission? Is there anyone here who desires to jy; 
to answer that one? 

Mr. Raspauvt. Yes; it is in the act. 

Mr. Puruuirs. It is in the act because Congress put that provision 
in when Congress set up the TVA. 

Mr. JENSEN. I knew that would be the answer. 

Mr. Rasavt. It is an organization which we all built. 

Mr. Jensen. I knew the answer, and that is why I have said oye 
and over again that the TVA Act was all-inclusive for the adminis. 
tration of this great empire. 

General Voce. Mr. Jensen, Mr. Case has been sitting here for ? 
days, and has not gotten his name in the record. Perhaps he woul 
like to tell you about it. He is Director of Personnel. 

Mr. Jensen. I would like to listen to all of them. I think they 
are very able gentlemen. , 

I hold no brief against any of these gentlemen, at all, but I reserve 
the right for my own opinions just as they do, and I would fight to 
the last drop of my blood to see that they have their right to be 
heard. 

So, if anyone wants to comment, go ahead. 

Mr. Puruuirs. If the gentleman will yield, I think Mr. Case really 
ought to be on the record in supplement to what Mr. Wagner said 
the day before yesterday to the effect that the reason their average 
wage rate is so high in TVA is because of their method of contracting 
for the lower grades of labor. 

Mr. Rasaut. Let us not start on this personnel item as yet. 

Mr. Puitures. I have one additional question, Mr. Chairman, on 
power. 

Mr. Chairman, may I go back briefly to carry out a question which 
I asked yesterday? 

Mr. Rasaut. Yes. 


ESTIMATES OF PEAK LOADS OF TVA POWER 


Mr. Puiuuips. Yesterday I suggested in a sort of interpolation with 
the questions being asked by another member of the subcommittee 
that the estimates made by the TVA as to the amount of power which 
was going to be needed was not always accurate in the past, and that 
was not made as any attempt at a derogatory statement, but just asa 
statement of fact. It relates very much to the amount of money 
which this committee has to appropriate, because on the basis of that, 
we try to keep you supplied with the amount of generating power you 
need, but not too much. 

So, will someone write these down, and then put the answers in the 
record? 

What is the peak carrying capacity of the TVA system? 

Mr. WessenaAurr. As of what date? 

Mr. Puruuirs. Well, say, as of 1954. ‘That is the most recent le 
port, I suppose. 

Mr. Wessenaurer. As of the end of calendar year 1954, the peak 
carrying capacity was 6,248,000 kilowatts. 
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Mr. Puttups. 6,248,000 kilowatts? Can you bring it up to date? 
I want them all alike. Let us take as of the end of 1954. You had, 
then, 6,248,000 kilowatts? 

Mr. WESSENAUER. Yes, sir; that is right. 

Mr. Puriuies. How much of that was hydro? 

Mr. WessENAUER. Well, sir, I do not have the load-carrying capac- 
itv broken down between hydro and steam. I can give you the 
installed capacity between the two. 

Mr. Puriurps. Give me, as nearly as you can, the figures, and you 
may state that it is an estimate based upon the installed capacity. 

Mr. WesseNAUER. Well, it was about half and half at that time. 

Mr. Puitures. This is important. What was the peak load on the 
TVA system in calendar year 1954? 

Mr. WessENAUER. The peak load which we were able to carry in 
calendar year 1954 was 6,325,000 kilowatts. 

Mr. Parties. What are your estimated peaks for 1955, 1956, 1957, 
and 1958? 

Mr. WessENAUER. I might say with respect to the peak of 
6,325,000 kilowatts, that it does not represent the demand at that 
time, because we were unable to supply all the requirements as of 
that date. 

Mr. Puiturrs. All right; I will come to that in a minute. 

Mr. WessenAvER. The estimated peak requirement for 1955 is 
8,800,000 kilowatts; for 1956, 9 million; 1957, 9.8 million; 1958, 10.6 
million. 

Mr. Purtires. The reason I asked that, Mr. Chairman, is because 
I would like to have inserted in the record here these tables which 
have been compiled. These are from a letter from the Federal Power 
Commission as their statement of fact, as to the amount used, and 
so forth. 

Mr. Rasaut. In past years? 

Mr. Puruuips. Yes. 

In December 1952 TVA estimated the peak load for December 
1954—that is, the figure which we were just talking about—as 
7,950,000. In December 1953, a year later, the TVA estimated it at 
7.6 million. In June of 1954 they estimated it at 7,350,000. 

Last October, and this is the estimate for the amount they would 
need in December, it was 7,150,000, and according to the figures in 
the Federal Power Commission, the load for December was 6,325,000, 
and Mr. Wessenauer has just given me the figure of 6,248,000 as of 
December. 

Mr. Wessenavrr. I gave you the same figure for the load carried 
of 6,325,000 kilowatts. 

Mr. Puiturps. Yes; it is the same amount that they used, but not 
the same amount which they had estimated. 

Mr. Rasaut. It would be very difficult to estimate it. 

Mr. Patties. Wait a minute, Mr. Chairman. 

Mr. Rasavt. It is all right to put those tables in the record. 

Mr. Puiuurrs. But it is not all right to take it for granted, because 
here in October, 3 months before, they estimated it at a figure of 
800,000 high. The point is when the TVA comes in and says that for 
a year from now they are going to need 8.8 million, and about 7 
months from now they will need 8.8 million, and a year and a half 
from now they will need 9 million, it should be watched very closely. 

63240—55——21 
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On the basis of the statement of this witness, they are not going ty 
need it, because here is what they estimated on the same basis {y; 
December 1950, 1951, 1952, 1953, and 1954. 

I would like to have these tables placed into the record. 

(The tables referred to follow:) 


TV A-Alcoa system, peak loads and estimates of peak loads 
Kilou atts 
Actual annual peak load for December 1954_ _ _ __- = ._. 6, 325. om 
October 1954 estimate of December 1954 peak load__- ba Ji 7, 150, 000 
June 1954 estimate of December 1954 peak load___- aid , 350, 000 
December 1953 estimate of December 1954 peak load __-_-__- dees , 600, 000 
December 1952 estimate of December 1954 peak load___----- _. 7, 950, 000 
Actual annual peak load for December 1953 _ _ _ - : . 5, 057, 000 
October 1953 estimate of December 1953 peak load ‘i _. 5, 300. 0% 
June 1953 estimate of December 1953 peak load___- --- 5, 450, 000 
December 1952 estimate of December 1953 peak load _-- 5, 600, 000 
December 1951 estimate of December 1953 peak load _----- ax 5, 800, 000 
Actual annual peak load for December 1952_____-- Bee ae 4, 121, 000 
October 1952 estimate of December 1952 peak load__ , 400, 000 
June 1952 estimate of December 1952 peak load_ a Se 4, 700, 000 
December 1951 estimate of December 1952 peak load... __- 4, S80, 000 
December 1950 estimate of December 1952 peak load __-_- 4, 250, 000 
Actual annual peak load for December 1951-_ ; 3, 677, 000 
October 1951 estimate of December 1951 peak load__ 4, 000, 000 
June 1951 estimate of December 1951 peak load__- 4, 000, 000 
December 1950 estimate of December 1951 peak load ____- 3, 860, 000 
December 1949 estimate of December 1951 peak load 3, 450, 000 
Actual annual peak load for December 1950____- manos 3, 008, 000 
October 1950 estimate of December 1950 peak load_----- --- . 8, 180, 000 
June 1950 estimate of December 1950 peak load __ 8, 100, 000 
December 1949 estimate of December 1950 peak load 950, 000 
December 1948 estimate of December 1950 peak load__-_-- _... 2, 900, 000 


Data on operations of TV A-Alcoa system for years 1950 to 1954 


[Thousands of kilowatt-hours] 





Net generation Energy pur 
chased or 

received from 

Steam Total other systems 


15, 811, 918 1, 934, 224 7, 746, 142 , 325, 
14, 598, 331 3, 189, 683 , 788, 014 3, 340, 34 
13, 961, 062 7, 064, 946 , 026, 008 3, 900, $80 
13, 826, 447 13, 297,492 | 27, 123, 939 3, 217, 771 
12, 589,688 | 22,179,414 | 34,719, 102 4, 244, 343 





Energy deliveries 


Federal Non-Federal 
establish- | publicutility ang 
ments systems 


———— et 


1, 681, 923 9, 522, 195 4, 256, 488 662, ! 18, 123,18 
3, 121, 607 9, 949, 903 4, 729, 778 ‘ 20, 165, oo 
5,951,923 | 10,758, 906 4, 659, 223 , 871, 8! 93, 741, 909 
8,960,251 | 12, 212, 604 5, 506, 892 219, 598 28, 899, 34 
16, 048,397 | 13, 345, 596 5, 641, 971 270, 6 37, 306, 571 
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innual generation in kilowatt-hours for the calendar years 1950 to date (combined 
J ti 4 a is e 
TVA system) 


Calendar year Steam Hydro Total 


1, 934, 224,048 | 15,811,917, 810 7, 746, 141, 858 
3, 189, 682,770 | 14, 598, 331, 514 7, 788, 014, 284 
7, 064, 946, 080 | 13, 961,062,075 | 21,026, 008, 155 
13, 297, 491, 810 | 13, 826, 447, 325 27, 123, 939, 135 
22, 179, 414, 420 12, 539, 687, 491 34, 719, 101, 911 





Estimated annual potential hydroelectric output 


{In billions of kilowatt hours] 


Median Adverse 
Calendar year water water 
conditions | conditions 


1954 ee cinta acess - oa 16.8 
1955... . PROT eT TTT Tr ee : basahebinnta 16.9 
1956. _- mane RS ENE yore i 17.3 
1957 


Expected capacity value of system hydroelectric plants for serving the system load} 


[Kilowatts] 


Median water | Adverse water 


Y ¢ Troaar 
Calendar year conditions | conditions 





3, 108, 000 
3, 173, 000 
3, 239, 000 
3, 336, 000 


! Without deducting any allowances for operating reserves. 


Maximum capability of TVA steam plants for serving the system load! 


Calendar year: Kilowatts 
ee ak oe eet von ott 3, 584, 000 
1955- Ll, l : Lege _... 6, 434, 000 

56 6, 934, 000 
6, 934, 000 


Without deducting any allowances for operating expenses. 


Mr. Rasaut. Mr. Wessenauer, would you like to see those tables? 

Mr. WessENAUER. May I comment on this, Mr. Chairman? 

Mr. Rapaut. Yes; you surely can. 

Mr. WessENAUER. These, sir, are not my papers. 

Mr. Puttuips. They are papers of the Federal Power Commission. 
The chairman wants you to comment on those. 

Mr. Wessenaver. I would like to comment on the remarks which 
Mr. Phillips made. The estimates which we submitted were our best 
judgment of the requirements for power. 

Mr. Puitures. Mr. Wessenauer, we are not questioning that a bit. 
We are just saying that you made an estimate and that each year that 
estimate turned out safely on your side, more than you needed. 

Mr. Rasaur. He made an estimate, and let him answer. 
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Mr. Wessenaver. If I may have a few minutes, the record yj 
show that the contrary of the implications of the information whic) 
you are submitting, in terms of the estimate of power requiremeni 
is true. 

Our peak-load requirements in this last winter of 1954 were 7,658 ij 
kilowatts in December and later in February were 7,839,000 kilowatts 
We were unable to carry 7,658,000 kilowatts in Dec ember, because thy 
capacity was not available to supply that load, and we were able only 
to handle the 6,325,000 kilowatts. I think the 7 7,839,000 kilowatis 
of actual requirements is very close to the estimates which we sy}. 
—— It is within 1% percent of the estimate reported in Decembe 

1952, which Mr. Phillips cited. We have more frequently underesi. 
mated than overestimated the long-term power requirements. As, 
matter of fact, in 1951, when we first presented testimony to the 
appropriations committee as to the needs for power in calendar yey 
1954—and that was the time it was necessary to start new projec 
if they were to be completed in time to meet the requirements—or 
estimates, I am sad to say, were only 6,100,000 kilowatts. What hy 
turned out in the intervening time has been that the loads hay 
increased so that our estimate as of that date was too low, and w 
subsequently had to increase the estimates of the requirements, which 
I think is what this committee should be judging—the power requir. 
ments, rather than the limited load that could be supplied with th: 
available capacity. 

The increase in requirements in that case, from our estimate of 
6,100,000 kilowatts when appropriations were requested, to some 
7,800,000 kilowatts was due to expansion of AEC loads. Those loads 
could not be supplied fully because the need for new generating ¢i- 
pacity could not be foreseen in time to have it all in operation. The 
transmission lines into Oak Ridge and Paducah were loaded to ca- 
pacity, and that was the limit of what could be done. 

It might be added that the increasing certainty that such would bi 
the case was the reason for the drop in the successive December 195: 
June 1954, and October 1954 estimates of the load the TVA system 
would carry at the coming winter peak, which differed to that extent 
from estimates purely of peak load requirements. 

If a system such as this is to meet its requirements, we should be 
provided more ¢ ‘apacity and not less than is needed. 

We have failed in this last year to meet all the requirements of th 
system, which certainly is the best test of whether enough capacity 
was provided. 

Mr. Puiuuips. That is what I understand, and that is all a state- 
ment of fact, Mr. Chairman, but I want you to understand the police! 
involved in it, because I want to know from Mr. Wessenauer whi! 
portion of the TVA peak load requirements are interruptible, and cal 
be curtailed, under your contracts, at the time of the peak. 

Mr. Wrssenaurr. I do not recall the exact figure, sir. 

Mr. Rasavutr. You can give an estimate of it ‘here, and then place 
the correct figures into the record. 

Mr. WessENAvER. I will give an estimate now, but I would like 
to correct it to the exact figure. I think it is in the neighborhood 0 
400,000 kilowatts. That is normally interruptible. 

Mr. Puiturrs. Then, you see, the committee is entitled to know 
whether in your estimate for future need of power you include in thos 
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sstimates, Which I think you probably do, this nonfirm load, or this 
nterruptible load for which you contract, but which you do not 
have to deliver under certain conditions? 

Mr. WressENAUER. We do include it in the estimate of the total 
equirement, because most of those interruptible loads are for such 
idustries as the aluminum and chemical industries, We will find 
burselves in situations where they will want to buy supplemental 
power to replace the interruptible power, and while it is not always 
possible to do so, it may be very important to the national defense to 
he able to do so. 

The interruption rights are limited in character. So, that is another 
eason why it is not always possible to cut off all the interruptible 
power, but we do make use of those contracts in order to give added 
protection to the firm loads of the system. 

Mr. Puitures. Then, answer two more questions for me, and this 
vill conclude it: 

I would like to have a list of the individual customer load reductions 
hich you made, as indicated by the corrections on the peak require- 
vent figures for 1953 and 1954, which you sent to Mr. Taber, and | 
uote from that: 

tequirements of customers for load reduction due to drought, strikes and 
hortages of generating capacity. 

I think the committee is entitled to know just exactly where those 
eductions were made, and the customers you reduced. 

Mr. WesseNAvER. Yes, sir; I can do that. 

(The information requested follows: ) 


Winter of 1954 


W inter of 1953 
(December 
1953) | December February 
1954 1955 


Kilowatts Kilowatts Kilowatts 
7, 839, 000 
oad reductions: 
Aluminum Company of America__- 65, 000 90, 000 
Pittsburgh Metallurgical Co__- 35, 000 
Victor Chemical Works------- : ‘ 16, 000 
Monsanto Chemical Co dene - - 
National Carbide Co 7 ain ‘ - 32, 34, OOO 
TVA Chemical Plant___- 


Total reductions . oa ad ; 295, 124, 000 


oad awaiting completion of Shawnee and Kingston units: 
Oak Ridge oat . 7, 468, 000 
Paducah z : : 541, 295, 000 
763, 000 
eak load supplies ace etait ; z 5 6, 325, 6, 952, 000 


Mr. Putturps. Why did you buy 514,000 kilowatts from outside 
sources at the time of your peak, which would be December 20, 1954, 
hen your hydro plants were carrying 618,000 kilowatts less load 
han the capability reported? 

Mr. WesseNavER. Well, as you know, last year was a very dry 
ear, while the capabilities which we report are average capabilities. 
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But I believe the figure may be of load supplied with the hydro, and 
not their capabilities. 

Mr. Puiturres. Do you not think, Mr. Wessenauer, that the TVA 
operation of its reservoirs were such that insufficient water was being 
held back to permit the production of the reported capability for 
carrying the load in December 1954? 

In other words, should the system’s hydro capabilities be reduced 
below that presently being reported? 

Mr. WessenavEr, No, sir; I do not believe so, and I will explain 
why. 

In the first place, there were some very urgent circumstances las} 
year which dictated pulling down the reservoirs. We were trying, 
with all possible means to maximize the amount of power to be avail- 
able to the Atomic Energy plants at Oak Ridge, and Paducah. 
Secondly, it was a very dry year. 

Mr. Puitures. I do not think that is supported by your figures. 

Mr. Rasavut. General Vogel, do you concur in that? 

General VoceE.. Yes, sir. 

Mr. Puruuips. In calendar year 1954, the median conditions were 
3,308,000, and the adverse conditions were down to 3,108,000. 

I am quoting, Mr. Chairman, from the TVA’s own report of the 
expected capacity of the system’s hydroelectric plants for serving the 
system in kilowatts. In 1955 it was 3,373,000, and 3,173,000; in 
1956 it was 3,439,000—that is your estimate—and the adverse is 
3,239,000; in 1957 your estimate is 3,536,000 and again a reduction of 
200,000. 

Do you believe that a reduction shown here of only 200,000 sup- 
ports your statement in defense of a loss of 618,000 kilowatts; because 
I do not? 

Mr. WessEenAveER. I would like to look over those figures, sir. 

Mr. Puiturps. They are your figures. 

Mr. Wessenaver. Well, I mean to study them out, and give you 
a considered reply to those questions. 

Mr. Puiuurps. That is satisfactory, Mr. Rabaut, if you want to 
put it in the record. 

Mr. Rapavt. All right. 

(The information requested follows: ) 

Stated as simply as I know how, TVA had insufficient steam capacity last 
winter to permit full use of available hydro capacity in carrying its load. Because 
of insufficient steam generated energy, exceptionally heavy use of stored hydro 
energy was necessary. This withdrawal of stored water in a year of extreme 
drought resulted in drawing some reservoirs below usual minimum levels with a! 
accompanying loss of hydro capability of some 70,000 kilowatts. 

The details of this development are much more complicated. I will try t 
cover briefly the main points. TVA’s loads were heavy because of the large 
amounts of interim power needed for the Atomic Energy plants. This load, with 
its effects aggravated by drought, made it necessary not only to use TVA steam 
energy and to obtain large amounts of power from other systems, but over and 
above all that to sacrifice the use of hydro for peaking in order to draw additional 
kilowatt-hours out of the storage reservoirs. ’ 

This procedure was called for because the power supply problem last winter 


was even more critical from the standpoint of an energy supply than in terms of 8 
deficiency in capacity. 
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If TVA had had enough steam capacity to fulfill the AEC’s needs for very large 
amounts of power plus enough steam to firm up the hydro supply, the hydro could 
have been used to its full capability during the daytime hours of peak load. 
Without that much steam power available it was necessary for much of the hydro, 
as well as all the steam, to be operated day and night to keep the transmission 
lines into Oak Ridge loaded around the clock. However, if the hydro plants are 
operated continuously, instead of primarily during daytime peak- load hours as 
they normally should be, there is not enough water available, especially in a year 
as dry as 1954, to keep more than part of their capac ity in use. The rest of the 
capacity is there, ready to run, but without enough water available for it to 
operate regularly. That was the situation last winter. 

In the effort to supply the greatest possible quantity of energy to Oak Ridge, 
TVA deliberately drew some reservoirs consideralby lower than the minimum 
levels that would be desirable if peak-load capacity were the controlling considera- 
tion. In this way transmission lines into AEC loads at Oak Ridge and Paducah 
were loaded to top capacity permitting maximum power supply to these installa- 
tions. The full requirements of AEC’s completed facilities could only be met with 
completion of additional units under construction at Shawnee and Kingston, 


ADMINISTRATIVE AND GENERAL EXPENSES 


Mr. Rasaut. We will insert page 107, and the table on page 117 
of the justifications into the record at this point. 

(The pages are as follows 
ScHEDULE B-5.—Administrative and general expenses (for fiscal years ending 


June 30, 1954, 1955, and 1956) 


| 


1954 actual | 1955 estimate | 1956 estimate 


Expe nses: | 
Board of Directors_ _- _- Shc letex) rer 5 88, § 8 | $92, 000 $93, 000 
Office of the General Manager... a i al de 3: 130, 000 130, 000 
Budget staff. -_-__- Sas a 88, 000 89, 000 
Government Relations and Economics Staff _- Sous Val: a. 138, 000 100, 000 
Washington office_-._- mel 5, 5s 49, 000 50, 000 
Information office (ineluding t technical librar y service) .._- 239, 5 246, 000 175, 000 
Division of Personnel.____. eee ere teen 347, 57 881, 000 | 800, 000 
Division of Finance_.___- |. Lape eee! ; «fend | \ 259, 320 | , 315, 000 | , 280, 000 
Division of Law bits tuieuseeiweael 291, 853 306, 000 | 306, 000 
Division of Property and Supply. ee a aii 541, 812 569, 000 | 569, 000 
Operation of medical and safety service units_ : 447, 514 524, 000 487, 000 
Other : administrative and general expenses__- Ste | 59, 000 63, 000 
Undistributed (contingency) -........................----- Sis crReerRS 100, 000 


OMIT ese ran oe sr  cmunnamodoenamas , 010, 670 4, 397, 000 4, 242, 000 
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Distribution of administrative and general expenses 


1954 actual 1955 estimate 1956 estimate 





| Appropri- | Corpo- Appropri- | Corpo- | Appropri- Corpo- 
ated | rate ated | rate ated rate 


Navigation, flood control, and | } 
power program: | 
Assets - - - amie = | $1, 559, 338 | $332,582 | $1,632,000 | $432,000 | $1, 100, 000 $667. 0M 





Expenses: | 
Navigation operations. . __--| BASE: baw sapesnael 17, 000 : 9, 000 
Flood control operations. ---| 4,402 |_-. 8, 000 | 8, 000 
Power operations Sdaciskwetisd | Ry DAOPONO Peston d0nc6 dp GORD ie. 1, 450, 
Multipurpose reservoir 
operations - - .- : al 121,998 | 81,331 138, 000 91,000 | 140, 000 4, 





‘Total expenses. Pr | 142, 651 |1, 200, 020 163, 000 |1, 371,000 | 157,000 | 1, 544 
Fertilizer and munitions program: | 
Assets 23, 987 aires 21,000 |-- 25, 000 
Expense of fertilizer and muni- 
tions development-.- | 88,410 | 304,027 84,000 | 359,000 | 90, 000 
Resource development program: | 
Expense of resource development 62,737 | 62, 737 42,000 | 62,000 42, 000 
General service activities: | | 
Assets _ - op i oink ea ken Wy ete in wss. 
Expense of reimbursable serv- | 
ices: | | 
Weotkineg fanGs.........<.«.s:}... P 98, 816 4 sia ie 156, 00 
Other. ah | Bee i...- iSipoin BED Nacnncans 15, 0% 


Total distribution by | i f, bab ae 
funds ; 1, 888, 101 |2, 122, 569 1, 947,000 (2,450,000 | 1, 423,000 | 2,819.00 
Total distribution __-._----| 4, “s 670 4, 397, 000 4, 242, 000 
| | 


(A statement on administrative and general expenses follows:) 


The foregoing pages present budget estimates for TVA program activities. 
This section discusses the cost of functions which are common to and performed 
for the benefit of all phases of program work. Charges of this nature, called 
administrative and general expenses, include the cost of executive direction and 
central management and the expense of providing personnel, fiscal, legal, medical, 
safety, and other management services which are performed on a centralized basis 
in the interest of overall program economy and efficiency. 

The workload involved in providing these services is influenced by the wide 
variety of TVA’s work—construction, navigation operations, flood-control oper 
tions, power operations, multipurpose reservoir operations, fertilizer and muui- 
tions development, resource development. Each of these programs has distinct 
and, in many cases, widely divergent requirements for management services. 
Personnel services supply the manpower; fiscal services set up and audit all the 
accounts, keep the books, pay the bills and the payrolls; medical and safety serv- 
ices screen applicants for physical ability to do the work and protect them from 
injury on the job. 

TVA’s program activities are spread throughout the valley area of about 
41,000 square miles and a power service area of over 80,000 square miles lying 1! 
7 States. Of the total 23,000 employees at the present time, about 7,600 are 
stationed in Knoxville and Chattanooga, Tenn., and Wilson Dam, Ala. A! 
additional 11,600 are located at the 7 major steam-plant sites, and the remainder, 
about 3,800, are assigned at widely scattered points in groups varying from 10 0 
so to several hundred. This geographical dispersion of work location introduets 
added workload in the provision of management services which does not occul 
where operations are centered in one relatively compact location. 

The 1956 estimate for administrative and general expenses is $4,242,000; the 
current year budget is $4,397,000; actual 1954 expenditures were $4,010,670. 
Accounting reclassifications constitute $138,000 of the total increase in 1% 
over 1954. Certain costs of the Government Relations and Economies Stall 
formerly charged to program activities, have been transferred to administrative 
and general expenses; the statutory limitation on the 1955 resource develo) 
ment budget has been reduced by the amount ($133,000) reclassified from that 
program. The other changes in 1955 over 1954 occur principally in the cos 
of the management services divisions and reflect the level of workload needed 
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to supply services for continuing construction activities and steadily increasing 
nower operations work. In 1956 the total estimate is $155,000 below the 1955 
level; a total reduction of $255,000 is made in the estimates for the management 
services divisions. This is partially offset by the undistributed contingency of 
$100,000. 

Schedule B—5 shows estimates for the various organizational units whose work 
is charged to administrative and general expenses. The costs of the central 
management offices—the Board of Directors, the Office of the General Manager, 
the budget staff, and the Washington office—are relatively fixed; only minor 
changes occur in various objects of expenditure from year to year. Charged to 
these accounts are the salaries of the principal management officers and of their 
specialized staff assistants; also included are related secretarial, travel, space, 
and other expenses. 

As previously mentioned, the inclusion of the cost of the Government Relations 
and Economics Staff represents a reclassification of charges from other budget 
categories to administrative and general expenses. Planning, administration, 
and review of the integrated regional development program for which TVA is 
responsible requires that the Board, the General Manager, and division heads be 
supplied with analyses of regional condition, events, and trends; that a staff 
be available for coordination of regional development programs; and that personnel 
be provided to give technical assistance to State and local agencies. The Gov- 
ernment Relations and Economic Staff in the Office of the General Manager 
provides research, liaison, and consultation services to accomplish these purposes. 
The work of this staff was formerly of such extent and nature as to constitute 
direct program activities; work of this type was concluded at the end of fiscal 
vear 1954 and the residual functions are now general in character and performed 
as a staff aid to the conduct of all primary programs of TVA. The Government 
Relations and Economics Staff makes periodic reports on economic and industrial 
conditions in the valley. Special economic studies are made from time to time to 
furnish the Board of Directors and the General Manager with data needed for 
program planning. The staff assists the General Manager is assessing programs 
involving several TVA divisions. It represents the General Manager in providing 
assistance to groups outside TVA that are concerned with regional development 
problems. The staff works closely with State and local planning agencies and is 
now engaged in analyzing problems associated with the orderly transfer of some 
regional development activities from TVA to the Valley States. 

The costs of the management service divisions and of operating medical and 
safety service units, while not determined entirely by the volume and nature of 
program activities, do change from time to time in response to program needs. 
At the present time, the workload of management services and the cost of provid- 
ing them is significantly influenced by a continuing heavy construction program 
and rapidly increasing power operations activities. In the past year 11 generating 
units with a total rated capacity of 946,000 kilowatts were added to the system. 
This is slightly less than the 1,145,600 kilowatts placed in operation in fiscal year 
1953. Still under construction are 3,778,000 kilowatts more. This means that 
the services peculiar to construction work must continue to be provided and new 
services must be added for the operation of the facilities as they are completed, 
rhis situation will continue through a major part of 1956; toward the end of that 
year the added services related to operating the completed power facilities will 
substantially replace those which serve the construction work. The specific appli- 
cation of this trend to selected management services is discussed below. 

Personnel services will be needed to meet the staffing requirements by types of 
employment which are summarized below: 


1954 


Salary policy employment (white-collar work) - - Megas 7, 142 
Annual trades and labor employment (blue-collar work: 
mostly power operations and chemical operations) - - 4, 676 5, < 
Total annual employment. -_____-_-.---__-- echeaan 11, 818 12, 797 
Temporary employment (mostly construction work) bess 10, 503 10, 646 
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The needs for professional, administrative, and clerical employees (salary 
policy employment) are, in total, somewhat greater now than last year; less jy 
1956. But a significant change is beginning to occur and will develop fully jp 
the budget year. As the construction work nears completion, fewer design an4 
construction engineers will be needed and more electrical engineers must bp 
recruited for the power operations program. With a continuing scarcity o 
professional engineering personnel, this is a staffing problem which takes time 
and attention. The mounting increase shown in annual trades and labor employ. 
ment is due entirely to the operation of completed power generating facilities 
Four years ago this type of employment totaled about 3,300 man-years and was 
divided about equally between chemical operations and power operations. The 
latter is already requiring about 64 percent of the total, and by 1956 it will requir 
70 percent. Where formerly these annual trades and labor positions constituted 
only one-third of the total annual employment, they are now rapidly approaching 
the point where about the same number will be needed as are in the white-collar 
group. This introduces a number of increasingly important workload elements 
for personnel services—recruitment and training problems, adaptation of pay 
policies, integration of these employees into the employee-management cooperative 
program, appraisal and revision of existing policies as applied to an operation 
which requires the manning of facilities on a 24-hour basis. 

The level of temporary employment shown in the table on page 327 points to 
the fact that personnel services needed to staff the construction work will continue 
at the 1954 level during all of 1955 and about half of 1956. In the latter part of 
1956 the number of these employees declines, and the work involved in the separs- 
tion of large numbers of workers will need to be done. This consists of processing 
personnel actions effecting reductions in force, transferring qualified employees 
to other jobs within TVA, supplying information to prospective employers about 
employees no longer needed by TVA, etc. In addition to these specific adjust- 
ments, personnel services must be provided for other program activities at about 
the going rate. 

Medical and safety services make a significant contribution to overall operating 
efficiency and economy because they conserve the productive work time of trained 
employees and protect TVA’s investment in expensive plant and equipment. 
Fully 83 percent of TVA employees are working in high risk environments where 
the probability of accidents and injuries is much greater than for office workers, 
Essentially all of the construction workers, those assigned to the chemical plant, 
operators of the powerplants, and crews building and maintaining powerlines 
and other transmission facilities are exposed to hazardous work conditions. 
Workers in shops, garages, and laboratories are likewise subject to occupational 
hazards. Considering this, TVA’s latest safety award took on particular signif- 
cance. Several times in the past the safety reeords of individual projects and 
operations have been recognized but this year the National Safety Council's 
Award of Honor, the top safety honor, was accorded TVA for the outstanding 
safety record achieved throughout all its operations. The achievement of such 
a record requires every-day attention to the detection, correction, or control of 
hazards on the job. It requires careful education of the workers in the need for 
and use of safety practices and equipment. It presents an unremitting challenge 
to seek better and better ways of preventing accidents and minimizing the cost 
due to them. 

As construction work continues and the scale of power operations increases, 
medical and safety services must give particularly careful attention to prevention 
of employee injuries and to avoiding damage of costly equipment. Industrial 
hygiene studies aid in defining and controlling the occupational health hazards 
associated with the production of electricity, the manufacture of chemical ferti- 
lizers, with reservoir operations, and construction activities. Preemployment 
examinations discover whether applicants have physical conditions which woul! 
create undue hazards to themselves and others in particular jobs. Periodit 
physical examinations detect abnormal health conditions early and reveal wheth? 
workers are reacting unfavorably to potential health hazards associated with 
certain TVA operations; for example, conditions of noise and ventilation at the 
generating plants and toxic gases and abrasive dusts at the chemical p'att. 
Immunizations help in the prevention of such diseases as typhoid fever, smallpox, 
and tetanus to which employees in the field, particularly, are exposed. Emergency 
medical care affords prompt treatment of occupational injuries and plays a major 
role in reducing time lost from work. 

Legal services provide advice for the guidance of the Board of Directors and fot 
TVA offices and divisions on all phases of program activities. The volume of legal 
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ork is determined in large measure by the number and wide variety of written 
contracts which TVA uses in the conduct of its program activities. These con- 
tracts cover agreements and cooperative working relationships with Federal, 
State, local, and private agencies. They involve such matters as the sale and inter- 
change of power, disposition of fertilizer, construction and relocation activities, 
and purchase of materials, supplies, and equipment. Also included is the prepara- 
tion of deeds, licenses, and leases in connection with management of reservoir 
lands‘ and the review of patent proposals and the prosecution of patent licenses 
and claims. As power operations increase, the required contract work becomes 
increasingly heavy both in terms of disposition of power and the procurement of 
fuel and other operating supplies. 

The legal staff also defends all suits brought against TVA and files such suits on 
TVA’s behalf as may be necéssary to protect its interests. These cases involve 
enforcement of contracts, personal injury and damage suits, title and trespass 
matters, garnishments against TVA employees, and the numerous condemnation 
actions which result from the extensive transmission line construction program 
of TVA. The legal staff determines the applicability to TVA of legislation intro- 
duced in the Congress and in the legislatures of the valley States; it also prepares 
reports and drafts amendments and substitute legislation as required by the com- 
mittees of the Congress and the Bureau of the Budget. In addition, legal work is 
performed for the TVA retirement system and in connection with applications 
to construct works in the Tennessee River and its tributaries under section 26a of 
the TVA Act. 

Of all the administrative services, the greatest impact of advanced construction 
work and operation of completed power facilities is felt in the workload of fiscal 
services. Vouchering, auditing, and disbursing work is heavier as supplies, equip- 
ment, and materials are received than when funds are initially obligated for them. 
In the current year, it is estimated that some 186,000 vouchers totaling $473,400,- 
000 must be audited before payment; next year there are expected to be about 
177,000 vouchers valued at $400 million. During the past fiscal year this audit 
function saved TVA over $195,000 through correction of improper freight charges, 
unauthorized price increases, clerical errors, and other incorrect charges. 

The greatest volume of plant accounting work occurs after the building stage 
isfinished. At that time there is extensive accounting involved in rendering final 
cost reports, preparing unit records, transferring work in progress to completed 
plant accounts, and other related activities. Also, these plant records must be 
maintained as long as the property is in existence. Moreover, the steam-plant 
construction program and subsequent closings to completed plant have greatly 
increased the difficulty of establishing and maintaining plant unit records since 
steam plants are much more complex structures and contain a much greater 
number of property units than hydro plants. Considering that plant valued in 
excess of $414 million, exclusive of chemical plant, has been completed in the last 
2 years, a substantial backlog of plant-accounting work has accumulated: in 
the next 2 years additional plant costing $644 million is scheduled for completion. 
Total plant in service now exceeds $1.5 billion and by the end of 1956 will be in 
the order of $2.1 billion. Because fully qualified plant accountants are difficult 
to recruit and require considerable time to train, it is more economical to handle 
this work over a period of several years with a permanent staff of experienced 
personnel rather than try to employ and train enough temporary staff to complete 
the work as soon as projects go into operation. 

TVA’s fiscal work has always been complex because, for chemical operations, 
procedures must be followed which are perticularly suited to the development of 
fertilizer products and processes; for power operations, procedures must fulfill 
the requirements of the Federal Power Commission and provide management 
with operating and cost information related to all types of generating facilities; 
for other programs, still different procedures are needed. The large addition of 
steam generation facilities to the system has further complicated vouchering, 
auditing and disbursing work. One example is that, unlike hydro plants, fuel 
supply for steam plants is a major element of recurring expense. The fiscal serv- 
ces related to the transportation of coal for steam plants are increasing as each 
hew unit goes into operation and as reserve stocks of coal are delivered. At the 
end of 1954, coal shipments for TVA steam plants were being received at the rate 
of 10 million tons a year. Deliveries will be around 14 million tons in 1955 and 
18 million tons in 1956. 

Fiscal services for payroll 


leave, and retirement relate directly to the number 
and types of employees. The expected addition of annual trades and labor 
employees in the next 2 years will require the establishment and maintenance of 
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additional records which need not be kept for temporary employees. New wor 
beginning this year for all employees is the administration of the group life insurane 
plan provided ‘under recently enacted law. This will involve added payroll dedy. 
tions and additional record kee ‘ping. The extension of unemployment compensg. 
tion to Federal employees requires that procedures be established for reporting 
work data for separated employees. As major construction projects are finished 
and large numbers of employees are no longer needed, this information may haye 
to be a: in many cases. Recent legislation likewise requires that Kentucky 
State income tax be deducted from the wages of persons employed in that State: 
TVA currently has almost 3,000 employees for whom this will need to be done. 
Employee response to U nited States savings bond drives has brought TVA to 
first place among Federal agencies in bond purchases. During the last year this 
has nearly doubled the number of bond-deduction accounts and almost tripled the 
number of bonds issued. It is estimated that around 240,000 bonds will be issued 
this year. 


Man-years of employment charged to administrative and general expenses 


1956 estimate 


Board of Directors- --- ts 6. ¢ 7.0 
Office of the General Man: wer. bak didee : 2. 13.4 
Budget staff- ae aeae aie 9. 9.0 
Government Relations and Economics Staff ; 16.6 
Washington office- 2d 4.4 
Information office (including technical libr: wry ‘and sche duling 

of foreign and other visitors) - --- Sab i 
Division of Personnel. 
Division of Law. 
Division of Finance - 
Division of Property and Supply 4 
Operation of medical and safety service units_ 


Total. 


24. 
122. ¢ 
34.8 
202. 
85. 2 | 
65. 


; Noone 





@ 





Mr. Rapaut. General Vogel, did you want to make a statement to 
the committee? 

Mr. Voaert. Yes, sir, unless the committee has questions on the 
other items. I want to talk about the very last one. 

Mr. Rapavt. All right. 


GOVERNMENT RELATIONS AND ECONOMICS STAFF 


It appears from the justifications that you have created or are 
creating a new staff called Government Relations and Economics 
Staff, for which $100,000 is programed. 

Will you please explain the need for this staff? 

Mr. Waaner. Is that the last item in the table? 

Mr. Razsavut. No, Government Relations and Economics Staff. 

Mr. Waaner. That is a staff which was formerly in a division whose 
work was of such a nature and extent that its costs were charged to 
the resource development category. This is one of the areas where we 
have revised our organization, have eliminated that division. 

This staff in 1954 was carried in the resources development budget. 

The funds which were appropriated for resource development in 
1955 included funds for that staff. They now, as a service to central 
management make analyses of regional conditions and economic 
trends, assist in the coordination of regional development progralls 
and provide liaison with State agencies. Because of the change 0 
character of their work they are now included in the administrative 
and general category. They were put on the budget of the General 
Manager’s office in 1955, and we reduced our budget below the amount 
appropriated for resources development by a corresponding amount. 
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Administrative and general funds available in 1955 are being used 
for that staff. It will be continued at a reduced rate in 1956. 

Mr. Voge. May I say, sir, I do not concur with the necessity of 
carrying that staff. So far as I can tell they are making only esoteric 
studies which have no practical value. The last report which was 
made by them was entitled, and I don’t know how many man-hours 
went into this but Mr. Wagner perhaps can tell vou, “Is the Tennessee 
Valley Favored in Federal Appropriations?”. I do not think it is our 
business to find out whether we are or are not favored in Federal 
appropriations. I think that is a matter for Congress to consider. 
I believe we can well dispense with those services, and my other sug- 
gestion will follow later as to what I think we should do. 

Mr. Rasaut. Do you want us to take out the $100,000? 

Mr. Voceu. I don’t think we need the work. I think my col- 
leagues will have other opinions, however. 

Mr. Ranaut. Who else wants to be heard on this item? 

Mr. Wacner. Let me say, Mr. Chairman, that the staff in this 
budget is as approved by our Board of Directors. 

Mr. Puruurps. Is that the same group which published The Use 
of the Earth for the Good of Man? 

Mr. Waener. No, sir; it is not. The report to which you refer is 
a reprint of TVA’s annual report to Congress for fiscal year 1953, 
and that is the title given to it. 

Mr. Rapautr. Let us talk about this group now. What about 
this item? 

Mr. Waener. The inclusion of this group in our administrative 
and general budget is in accordance with budget plans which were 
approved by our Board. 

Mr. Puitiirs. Who gets out the roadmap for the Tennessee 
Valley which shows how to get to the Tennessee Valley from any 
part of the United States? Don’t you think the three A’s can do 
that pretty well? 

Mr. Waener. I haven’t seen the map, Mr. Phillips. 

Mr. Rasaut. This is a peculiar situation we have here now. 
This evidently was in the budget when taken to the Bureau of the 
Budget. 

Mr. Vocet. Sir, I am sometimes a minority member of my Board. 

Mr. Rasavr. And the Bureau of the Budget approved it. 

Mr. Voceu. That is right. 

Mr. Rasaur. You are not a minority member so far as the Bureau 

of the Budget is concerned, though. 

Mr. VocEu. Yes, sir. Why am I not, sir? 

Mr. RasBavt. Well, I would say that the Bureau of the Budget 
would be the agency of the administration, and you are differing here 
with the administration, are you not? 

Mr. Vocen. The Bureau of the Budget, sir, plays the game straight 
wross the board. 

Mr. Rasaut. The Bureau of the Budget is in the Executive Office 
of the President, is it not? 

Mr. Vocen. The President’s Office did not show favoritism. 

Mr. Rasaut. I don’t know about favoritism. 

Mr, Fogarty. You wouldn’t say the Bureau of the Budget has not. 

ou are not in a good position to say whether the Bureau of the Budget 
lays it across the board or not, are you? 
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Mr. Voceu. They favored the majority view, as I think they shou) 
I have no quarrel with that. . 

Mr. Focartry. Maybe you are in a position to know so far as yoy 
past work has been concerned, but that is an infinitesimal amount ¢ 
the work the Bureau of the Budget has to do. 

Mr. Puruuires. Didn’t he refer to just this item? 

Mr. Razsaur. But the point is that I don’t think I have ever ha; 
anything similar to this in my experience. This item goes to th 
Budget from their agency. 

Mr. Puruures. That is right. 

Mr. Rasavut. He is a member of the agency. From their agency 
it goes to the Bureau of the Budget. The Bureau is a part of th 
Executive Office of the President. 

The General is an appointee of the President, so he is differing with 
the President’s budget, is he not? 

Mr. Puiuures. I think you said yesterday the Budget Bureau wa 
not always correct. 

Mr. Rasavut. I am saying it again, but this is the first time I hay 
ever had such an experience in my 20 years around here. 

Mr. Puiuures. I thought Mr. Fogarty misunderstood the situation, 

Mr. Focarry. He said the Bureau of the Budget plays it across the 
board. They show no favoritism. 

I thought that is what he meant in everything. That is not the 
case according to my experience with them. 

Mr. Rasaut. We will have to have both sides of this now to find 
out why this either should be deleted or kept in the bill. 

You say it should be in the bill. 

Briefly, why? 

Mr. Waaener. Mr. Rabaut, this staff during the past year has 
provided a service which has been very useful to my office. 

It was recommended in the budget which went to the TVA Boal 
for approval, and it was in the budget which was approved by the 
Board. 

General Vogel, I honestly do not remember what your position wa 
on this item at the time. 

Mr. Voacet. I honestly never have been able to find out what the 
group does. 

Mr. Razavt. Did you object to it before the Bureau of the Budget’ 

Mr. Vocet. I don’t recall, sir. 

Mr. Rasavut. You do not remember if you objected to it? 

Mr. Voagt. I do not recall. 

I think perhaps it would clarify matters considerably if I made 
little statement at this time with respect to that and what I referred 
to earlier. 

Mr. Rasavt. All right. 


QUESTION OF CREATION OF MANAGEMENT STAFF 


Mr. Vocet. I would like to invite the attention of the committe 
to the item entitled ‘Undistributed contingency,” which is the ve 
last one. There is shown there a brand new item of $100,000 whit! 
has not appeared before. 

I do not wish to create an impression that my colleagues and | 
eternally at loggerheads because such certainly is not true, | wolll 
say in 95 percent of the propositions brought before us we are ” 
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harmonious agreement. Dozens of routine matters relating to 
purchases, employment, promotions, and so forth, are considered at 
board meetings and passed upon without dissent. But there are 
always cases involving policy where no human beings will see eye to 
eye. 

‘It so happens I have had most of my career in the military—— 

Mr. Rapaur. This is a different item than the one we are talking 
about now? 

Mr. Vogsu. I will refer to them together but they are different. 

Mr. Rasaut. All right, so I have it clear, 

Mr. VocgEt. I believe that the Tennessee Valley Authority, being : 
complicated organization of many parts, and being organized on a 
decentralized basis, should follow a principle of business, industry, 
and many other of our Government agencies by having as a device 
for the people who run it to lean upon, a management division. 

In that my colleagues do not agree, nor have I have able to prevail 
upon them to agree. 

Because there was that difference of opinion the Bureau of the 
Budget inserted the last item of $100,000 for contingency money, 
leaving it to you gentlemen to decide on merit whether or not the 
TVA should in fact have a management staff. 

As I have said, TVA is a good, sound organization, and it is soundly 
conceived in that it is decentralized. 

But I do not believe that you can decentralize any organization to 
the point that top management can put its implicit confidence upon 
one man, a general manager, assisted principally by a group of people 
who comprise a Government relations and economic staff. 

Iam making a plea with you gentlemen that we put ourselves on a 
business basis, and I think that Mr. Wagner, as General Manager, in 
spite of my colleagues, is entitled to a management staff to assist him 
in bettering the operations of our organization. 

[ am not speaking of something that is new or different. The 
Department of Defense has it through every element, and many other 
agencies of Government and practically every business you can name 
depends on a management staff for guidance. 

I think we should have the same thing in the Tennessee Valley 
Authority. 

I will be glad to go beyond that or I will be glad to have my col- 
leagues speak and give their reasons why they think we should not 
have such a staff, but I believe a staff such as I have described, sirs, 
should be comprised of people trained in management, trained 
in business administration, trained in time-space studies; they 
should be brought in in large part from outside the organization. 
They would not comprise a personal staff for the chairman. I would 
like to make it clear that that is not the purpose. 

It should, however, serve as a group which can go into the decen- 
tralized divisions of the total organization, find out where overlaps 
ay exist, where there may be duplications, or where economies may 
be practiced. 

As an example of some of that, I get a lot of letters from people 
which I feel are my responsibility to look into. 

All T can do is to turn to the general manager and say “Would you 
get me the facts on this?” 
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Generally the method of obtaining those facts is to turn to the 
division which is affected and say ‘Will you tell us whether you haye 
too many people in your division?” 

Of course you know the answer you will get. 

Or a committee may be appointed from several divisions to ]ook 
into the activities of another division, and that takes the time of those 
people from their work. 

Here is a letter I received in March. I will not read all of it and 
what I do read will be off the record. 

(Discussion held off the record.) 

Mr. Voce. I think things such as these should be viewed objec- 
tively and not passionately by TVA itself and by a staff which js 
competent to do so. 

I also have before me a record of the publications which have been 
put out by TVA, showing the money expended in the last year, 

Mr. Rasavut. Do you have the publications there? 

Mr. Voce. This is a whole report, sir, which I will be glad to 
give you. 

Mr. Rarpavut. All right. We will put it in the record. 

Mr. Voce. $85,000 is for publications for administrative use: 
$40,000 is for publications for internal information; and $28,000 is 
publications sent out to the general public. That includes in the 
main only the costs of reproduction. I feel there is a duplication of 
effort all through here. 

Mr. Rapavt. Off the record. 

(Discussion held off the record.) 

Mr. Rasavt. We will file that statement with the committee. 

Mr. Vocet. My point is solely this, sir—I believe there can be 
eliminations, I think there can be a working out of overlaps. 

For instance, we are now publishing safety bulletins in every single 
steam plant in the area. 

Two or three times I have made suggestions that we issue one safety 
bulletin centrally and distribute it to all of these places instead of 
printing a dozen different editions or issues. 

My suggestion is taken to the Chief of the Safety Division and he 
comes back and says “That will cost more.” That is the end of it. 

I think we need objective studies, sir. 

Mr. Razsavut. General, there are two items here 

Mr. Cannon. Mr. Chairman, in order that the General may clarify 
his position, may I call attention to the fact that apparently he does 
not agree with the budget. 

Mr. Voce. Only on the minor items, sir. I do not agree with 
these items right here. 

Mr. Cannon. In other words, then, the gentleman disagrees both 
with the President, who submitted this budget, and he disagrees wil! 
all other members of his Board. Is that the situation? 

Mr. Vogst. I think that is putting it a little wrongly, sir. 

Mr. Cannon. The President recommends this budget. Appareatly 
his colleagues on the/Board recommend it. 

I understand General Vogel is in opposition on these items. 

Mr. VoceEu. No, sir; I believe there should be a rearrangement ° 
that. 

Mr. Cannon. In other words, then, you disagree with the budget 
as submitted to the committee. 
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Mr. Puiturps. With that item of it. 

Mr. Rasaut. Two items. 

Mr. Voge. With two items; yes. 

Mr. Puuuuips. I hope my chairman is not suggesting the President 
read all of this budget. 

Mr. JenseEN. The President of the United States never saw the 
budget, or possibly this item. 

Mr. Cannon. He signed it. It is his budget. 

In this connection, General. I note a reference to a request made to 
the Budget in connection with legislative designation of yourself as 
the executive head of this agency, asking that you be made head of 
the agency and that you be given direction of the work of the agency. 

Did you make such a request? 

Mr. Voce. I think I made a suggestion to the effect that there 
should always, in every organization, be someone who can handle the 
executive authority as necessary. I think any board has to have an 
executive head who can make the final decision, make the final signing 
of documents. 

[ have been very careful, Mr. Cannon, in executing the duties of 
my office to speak fully for the Board which I represent, and if there 
isa divergence of opinion to point out that divergence and where it 
becomes one which is only that of the chairman. 

Mr. Cannon. Your request to the Bureau of the Budget, then, was 
that you be made head of the agency with authority to proceed with 
the work of the agency regardless of the attitude of your colleagues on 
the Board? 

I wonder if you would include in the record here a copy of the letter 
which you 

Mr. Vocrex. I have no copy of any letter, sir, and the statement 
you made is not the situation at all. 

Mr. Cannon. Did you, General, write a letter to the Director of the 
Budget requesting that you be designated, or requesting that there 
be reeommendation of legislative designation of yourself as head of 
the Board, and that you be placed in ¢ charge of the work of the agency‘ 

If you did, will you include the letter at this point in the record? 

Mr. Vocer. I have not such a letter. I do not recall the wording 
ifone was written. I only recall that I did at one time or another 
suggest that somebody should have the authority to act as executive 

spokesman for the agency. 

Tam not asking for exe eptional powers, because I feel I am already 
the head of the agency. 

Mr. Cannon. You did make this request, and you did make it in 
writing, as I understand it, from your statement here? Then it must 
bein your files. If it is in your files would you produce it? 4 

Mr. Vocex. I will determine if it is there, yes. I haven’t it in my 
personal files, sir, because I have no personal files. 

Mr. Cannon. But you do have files from which you could secure 
icopy of this letter? 

_ Mr. Vocen. We have office files. I will ask Mr. Wagner to get 
It, Sur, 

Mr. Cannon. And at this time will you also include the reply to 
oo request addressed to you by Mr. Hughes, the Director of the 

sudget? 

Mr. Voge. If we have it. 
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Mr. Cannon. Give us your letter making the request and give \ 
the reply which you received from Mr. Hughes, the Director of th, 
Budget, in response to your request. 

(The information requested is as follows:) 

Notre.—The only correspondence in TVA files relating to this matter is th 
letter of December 6, 1954, to the Director of the Budget signed by TVA Chairmay 
Vogel and the Director of the Budget’s reply dated December 11, 1954, whic) 
were placed in the record earlier. (See p. 163.) 

Mr. Cannon. I would like to ask what is the relative size of this 
agency and the business which it conducts as compared to the average 
business corporation in the country? | 

Mr. Vocgt. In its power aspects alone, sir, it has four times the 
capacity of Detroit Edison. 

Mr. Cannon. TVA serves a vast territory, and its annual budge 
runs up into large figures when compared with any private corporation, 

Now will you tell us why you think that you, with a few months’ 
experience here, would know more about this business and would be 
better qualified to direct it than the other members of the Board and 
members of the staff who have been connected with TVA for 25 o 
30 years? 

Mr. Voceu. You put me in a very difficult position, sir. 

May I say that I hold no particular brief for my own abilities and 
my own qualifications. I acknowledge, sir, as you broug'it out clearly 
at the beginning of the hearing, that I have been in the TVA for only 
a matter of 8 months. 

However, I have had thirty-odd years of experience in the military 
forces, all of that with the Corps of Engineers, and during that period 
I have served continually in the field of developing our natural r- 
sources. 

I do feel that I know something about the matters pertaining to 
TVA 

Mr. Cannon. More than the men who have been connected with it 
for over a quarter of a century? 

Mr. Puriuurps. He didn’t say that. 

Mr. JENSEN. You said you agreed 95 percent of the time with then. 

Mr. Voget. I think Mr. Cannon heard that. My colleagues and 

are not 

Mr. Cannon. The fact that you request dictatorship 

Mr. Voast. Sir, those are not my words. 

Mr. Cannon. Your request indicates you think you can do it better 
and you are better qualified to operate TVA. 

Mr. Puruurps. I take exception to the word “dictatorship” right 
now because that is not indicated. 

Mr. Cannon. I didn’t hear you. 

Mr. Puiuuips. I took exception to the word ‘‘dictatorship’’ applied 
to a man who merely wants to act as Chairman of the Board to which 
he has been appointed as Chairman. 

Mr. Cannon. The thing speaks for itself. He wants to take It 
away from the Board, a group of men who have been handling it wit! 
admirable success, and concentrate control in one man. That § 
pretty much a dictatorship. 

What is your salary at this time as a member of the Board? 

Mr. Voce. $15,000, sir. 
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Mr. Cannon. Is that in addition to the amount which you receive 
in the way of retirement pay from the Army or is your retirement pay 
deducted from the $15,000? 

Mr. VoceL. That is my full salary, sir. I do not draw my retire- 
ment pay from the Government. 

Mr. Cannon. How much were you entitled to receive from retire- 
ment and how much did you receive as a retired Army officer? 

Mr. Vocret. I never have been terribly interested in money and 
to tell you the honest truth I don’t know, but I think it would be 
around $7,500 or $8,000 a year right now. 

Mr. Cannon. What you really want to do here is at variance with 
the action of the Congress. 

The Congress, after long deliberation, wrote this law and set up 
this agency to be administered by a board of three men. You want 
to overturn the decision of the Congress and concentrate control in 
yourself, as I understand it. 

' Mr. Voceu. I don’t think you understand it correctly then, sir, 
because I have not said that. 

Mr. CANNON. In what respect is that true, then? The law as 
passed by Congress, provides for a board of three men. I doubt 
whether there has been any Government agency which has been more 
successful in its operations, from the standpoint of results obtained, 
than Tennessee Valley Authority. 

Congress says control should be vested in a board. But you say 
that Congress is wrong about it. 

Mr. VocgE.. I never have said that, sir. 

Mr. Jensen. Mr. Chairman, let us be fair with this man. 

Mr. Cannon. I am glad to hear you say that. 

Mr. JeNsEN. Just be fair. 

Mr. Cannon. I am asking the general a very plain question here. 
After Congress passed the act, and as I recall it my good friend from 
lowa voted for it, and I think my good friend from California voted 
for it-——— 

Mr. JensEN. For what? 

Mr. Puriurps. For what? 

Mr. Jensen. What did I vote for? 

Mr. Cannon. Didn’t you vote to pass the TVA Act? 

Mr. Jensen. I wasn’t here then. 

Mr. Puiiurps. I wasn’t here. 

Mr. Cannon. Well, your predecessors were here. 

Mr. Putturps. I had no predecessor. I was the first Representative 
ina new district. 

Mr. Cannon. Congress passed this law. 

Now the general wants to change it. 

Mr. Jensen. He is just making suggestions. 

Mr. Cannon. He comes in here years after this agency was created, 
after this very successful quarter of a century, and says Congress is 
Wrong about it, that there ought to be a dictatorship, one man in 
charge of it, and he asks the Bureau of the Budget to appoint him. 
He makes an official request in writing for it, but the Bureau of the 
Budget doesn’t agree with him. 

Mr. Jensen. Which every agency of Government has asked for 
many times. 

Mr. Cannon. I cannot yield, Mr. Chairman. 
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Mr. Jensen. I will talk when you get unfair. You cannot stop m 
Mr. Puruuirs. Mr. Rabaut will give us an opportunity later, 
Mr. Rasavrt. Everyone will have a chance. 

Mr. Cannon, So General Vogel finds himself here in opposition ; 
the President, in opposition to the Director of the Budget, in opposition 
to the Congress, and in opposition to the other members of his Board. 

I think, Mr. Chairman, that speaks for itself. 

Mr. Puiuips. Now, Mr. Chairman, that Mr. Cannon has expresso 
his personal opinion, I think perhaps we are entitled to make a foy 
corrections. 

Mr. Cannon. Mr. Chairman, I cannot hear the gentleman. Wil 
he speak louder? 

Mr. Puiuurrs. I said I thought you had expressed a_ personal 
opinion. 

Mr. Cannon. No; I did not. I submitted facts. 

Mr. Puiuuips. I will yield to you, Clarence. What do you want ty 
say? 

Mr. Cannon. I said it is not a matter of personal opinion at all 
We have before us the opinion of the President in the budget which 
he signed. We have before us the letter which the Bureau of the 
Budget wrote to him disagreeing with him. We have before us the 
act of Congress showing the attitude of Congress when it passed the 
act creating this Agency. And we have before us the other two 
members of the Board, and I would be glad to have their opinion on 
the expediency and the wisdom of discontinuing their control of the 
Board and turning it over to one man, General Vogel. 

Mr. Puruuies. Now if I may resume, Mr. Chairman, Mr. Cannon 
has expressed another personal opinion. 

Mr. Cannon. Mr. Chairman, I withdraw my request because | 
realize it may involve a personal embarrassment. 

Mr. Purutes. I do not think Mr. Cannon should be embarrassed 
by it. 

Mr. Rasavt. He did not mean embarrassment to himself but en- 
barrassment to others. 

There is a roll call. What do you want to do, go to the roll call and 
come back? 

Mr. Puruures. I want to make a defense of the President of the 
United States whose judgment has been impugned. 

General Vocet. I would like to say something for myself, sir. 

Mr. Rasaut. Suppose everybody stays until we answer the rol 
call and we will come back. 

Mr. Puiuuips. We have sat through 4 hours of what I would call 
extraneous statements having nothing to do with the hearing. 

Mr. Jensen. If this is a trial of General Vogel, I think we had 
better sit. 

Mr. Rasaut. We will go up and vote and come back here. 

(Short recess. ) 

Mr. Rasaut. The committee will come to order. Mr. Phillips. 

Mr. Putuuirs. Very briefly, I thought the record should show 4 
statement from a member of this subcommittee who has been helping 
make the budget for TVA for about 9 years. When our distinguishe: 
chairman, Mr. Cannon, says there has been a constant approval ané 
no criticism, or words to that effect, I would say that the facts are not 
in conformity with that statement. The subcommittee has refused 
money, the Congress has refused to appropriate money for the request 
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The whole effort of the Congress in the last few years—not the whole 
fort but a very marked effort of the Congress—has been engaged in 
anagement surveys. We have appropriated, I do not know how 
much money in this subcommittee, for management surveys, for 
ficiency, for investigations, to do the very things General Vogel is 
ywesting should be done in TVA, and any statement that they are 
n attempt to secure arbitrary power in his own hands is in direct 
ontradiction to the intent of Congress in instructing all the agencies 
§ Government to improve their efficiency. I, myself in the last few 
avs have been downtown with GSA making a personal investigation 
fan agency which, like this one, has not improved its procedures over 
hevears. I felt that statement of our distinguished chairman was not 
ccurate and that the record should show it was a personal opinion. 

Mr. Cannon. In response to that, the gentleman has expressed 
is own personal opinion. 

\Ir. Pattures. Not his own personal opinion, but the opinion of 
he subcommittee. 

Mr. Cannon. Without any factual basis. If you will read the 
wo letters which General Vogel will include in the record, his letter 
othe Director of the Budget and the Director of the Budget’s letter 
o General Vogel, I think they will set at rest any question there may 
Ic. 
Mr. Rapaut. Those letters will be placed in the record? 

Mr. Cannon. We have asked him to place them in the record. 
(General Vocet. Mr. Chairman, may I have 5 minutes without 
terruption? 

Mr. Rapaut. Yes, General Vogel. 

General Voce. I have been accused of many crimes for making 
you what I consider a very simple suggestion in the interest of the 
‘nited States and of TVA. I made that suggestion without any 
ttempt to impress this committee with the idea that it represented 
he majority views of my Board. 

I feel deeply about this matter. I feel in this particular instance 
hat lam right, and they are wrong. I will not try to tell you why 
think they are wrong or why I think their experience may be less 
han mine, but my suggestion coincides with the procedure followed 
y business organizations and in large measure by the larger branches 
bi our Government. 

This is a very large and important organization with which we are 
lealing, handling a great deal of money. I subscribed, when I took 
he oath of office, to my belief in the wisdom and feasibility of the act. 
thus reaffirmed my belief in the wisdom and feasibility of the act, 
having given it first when I testified before the Senate committee. 
am glad to reaffirm it to you now. I do believe in the act and 
believe we should all work hard to make it a real thing, a strong 
hing, to make it prove its worth and do it with economy. 

My very simple suggestion, if I may repeat it, was that the office 

the General Manager—let me repeat, the office of the General 
lanager, not the office of the Chairman—be reenforced by giving 

Ma greater strength whereby he may find the truth that may relate 
0 inefficiencies, overlaps, or what have you. 

I know I will be quoted after saying that, as having said TVA is 
ficient. I do not so charge. I only say that no organization or 
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anything made by man can be completely perfect. I think we eq 
improve it. 

To clarify the point you made earlier and upon which there may 
have developed some confusion as we went along, the first item relate 
to the Government relations and economic staff and was in the amount 
of $100,000. I went along with my Board at the time it was gub. 
mitted to the Bureau of the Budget, because I had no real reagoy 
to disagree. As I have said, I still do not know clearly today wha 
that group does and I honestly have tried to find out. But I, also 
suggested to the Bureau of the Budget, and discussed this with my 
colleagues, that there be put in the budget an item to create a manage. 
ment staff, My original idea was that it would report to the Boar 
through the Chairman, but later I took the position that it should 
be under the General Manager and substitute for the other staf 
group in his office because certainly the General Manager does not 
need two such tools. 

The Bureau of the Budget, when they saw that my colleagues and 
I were in conflict—and believe me I have made it clear whenever 
that has occurred so that no one could ever say I have held up a 
majority report—when the Director of the Budget realized that we 
were not in full agreement, he said, ‘‘We will put this in as a con- 
tingency item and if you can convince the committee of Congress, all 
right.’ I am simply trying to convince you. If I have not done it, 
I suggest you simply tell me that I have not convinced you. 

Mr. Rasavut. You referred to a board or staff to assist the General 
Manager. Has the General Manager complained to you of lack 0 
unity in the organization or anything of that kind? 

General Vocet. No, sir. 

Mr. Rasavut. That leaves you kind of wordless. 

General Voce. It sounds as though I am against the whiol 
organization, but I am not. 

Mr. Rapavt. I do not say you are against it, but here are tw 
figures identically alike. You want to take one group of figures out 
and relieve the people under that group of figures, and you want 
set up an identical figure for another group. 

General Vocr.. I would be glad to have him combine it in any way 
he sees fit, but he is acting under the instructions of the other tw 
members of the Board. 

Mr. Raspavut. What is the term of service of these people we 2 
talking about relieving? I am not even anxious to spread their name 
on the record. 

General Voacet. I think it would be better if it were not done. 

Mr. Razavrt. All right. There is no desire to hurt anyone. 
question is, what would be the term of service of these people? Could 
you supply me with that at this point? 

Mr. Wacner. Of the people in the government relations 2! 
economic staff? 

Mr. Ranaut. Those you are contemplating to remove to make! 
place for this new group that you feel would be more efficient. 

Mr. Waaner. I do not believe we have the length of service ¢ 
these people. We could supply that. 

Mr. Rasavt. Suppose, for the benefit of the committee, ¥' 
furnish to us, confidentially, the names of the people, not on the 
record, but to the committee, and the terms of their services. 
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Mr. Puttires. I am not sure that we understood the General 
orrectly ‘ 

| did not understand that he was trying to relieve a specific number 
people, individually, and replace them with another specific number 
{ people who are entirely new people. ] understood that he was 
ttempting to suggest the reorganization of the internal business. 

Mr. Rasaut. He wants a group to support the members, and the 
anagement has a group which is working with it now, and that 
roup would have to go. 

(ieneral Voagrt. Not necessarily. 

Mr. Parties. That group is doing something else. 

Mr. Ranaut. What would this $100,000, which is being eliminated 
mount to? 

General Voce. There are a lot of ways to do this. You can inte- 


rate people into the work in other capacities, or continue to use | or 2 


the new job. My idea involves a very small group. I am not 
alking about a large group. I am talking about, maybe, 3 or 4 
people at the most. That is what I have in mind. 

lf vou feel, or if the others feel, that there is need for something that 
an be done in addition to that, I have no objection to it, for I have no 
lea that a group such as I have in mind will cost the amount proposed 
but 1 do think any organization of this size and magnitude needs some 
ind of help through management. 

Mr. Putturps. I think I should say, for the benefit of my distin- 
ushed friend sitting by me, that I used to do internal reorganization 
ork when I was in private business. 

Is it not a fact, Mr. Wagner, that what the general is suggesting 

today in large organizations the normal thing? That is, do you 
mow of any organization of any size which does not have such a 
management office, or section such as the general is suggesting? 

Mr. Wagner. Mr. Chairman, I am sure you appreciate that it is 
mbarrassing for me to get into this discussion. 

Mr. Putiures. You are not getting into any row. You can answer 
és, or no. 

Mr. Wacner. I understand there are organizations that have 
anagement groups of this kind, and I believe there is a considerable 
bimber which do not. 

Mr. Potties. There would also be management groups which are 
ured for this purpose. 

Mr. Rapaut. Have you left any inclination anyplace, or any sug- 
estion anyplace where you felt that you were dissatisfied with the 
sistance that you were receiving at the present time which gave 
rth to this whole idea? 

General VocEL. No, sir; I have not, 

Mr, Rapaut. Are you satisfied with the situation as it is with you 
how? 

Mr. Wacner. Certainly I would not argue that any management 
ld not be improved, and we constantly try to improve our own. 
think, however, the test as to whether management is good or not is 
nthe results. Our base costs for power production, transmission and 
istribution, and administrative costs are, according to Federal Power 
mmission figures, about half the average for privately owned 
ttilities in the country. Our construction costs, as has been testified 
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here, have been close to our estimates, and compare favorably wit) 
those of other organizations 

In regard to more detailed matters of administrative practice, oyy 
accounting system has been endorsed by many people, and you gentle. 
men may know that it was praised highly by Mr. T. Coleman Andrews 
at the time he was the head of the Corporation Audits Division of thp 
GAO, and now Commissioner of Internal Revenue. Our automobile 
operating costs are about 12 percent lower than the average for the 
Government fleet generally. 

A Hoover Commission task force recently complimented us highly 
on our freight traffic management, and freight traffic is a considerab) 
item with us. 

Our safety records are generally better than those of private industry 
groups of comparable size. 

These are some examples. I believe you gentlemen understand that 
I have been General Manager of TVA less than a year, and finding that 
kind of a record, I have not recommended to the Bo: ard that we ¢ hange 
our Management arrangement in the respect that the chairman 
suggests. 

The general organization of TVA in its major features is subject to 
approval by the TVA Board. 

Mr. Rapavrt. I have a note here that says that TVA won the Na- 
tional Safety Council award of honor this last year, and that TVA 
employees have purchased, through United States savings bond drives, 
enough bonds to put the agency in first place among all Federal 
agencies in bond purchases. 

Mr. WaGner. Yes, sir. 

Mr. Rapaur. That is quite a nice thing. 

Mr. Puruures. They also have one of the highest average income 
lists, I think. 

General Voce. Mr. Chairman, I do not know whether this is 
intended to imply that I am criticizing TVA, because I certainly am 
not. I have made it clear, I think, on numerous occasions, that I 
think it is a fine organization, and is doing a fine job, but I do say that 
I think any organization, sir, can be improved. _I think when we take 
the view that we are living within ourselves, within a closed circle, and 
assume that we are perfect, the game is over, and we are then ready 
to die. | 

Mr. Rapsaur. No; General, that is not the point. The point 3 
this, and I want to be as fair and honest as I can about it: 

The point is this: Everyone is human. This agency is just as 
human as all of the rest of us, and we are all subject to error, but here 
you are, in here, differing with your Board, which is one thing, but at 
the same time you are differi ing with your President. Yes; you are 
differing with the budget. 

Now, General, you ‘cannot get around that. You can say thats 
not your intention, but it is. The whole result is that you—and | 
think even my colleagues will have to admit—that you are differing 
with your own budget, and the budget is the budget of the President. 
Every time that a budget is spoken of on the floor of the House, it 8 
referred to as the President’s budget, and if something is wrong, whel 
we are in power, they Ww ould say to us: “It is your budget; you are the 
ones who asked for it.’ 
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Now, you are in there, and new in the office also, and here you are 
coming in here with us, differing with the budget, and differing in a 
wav with your own budget. 

if some one of the opposite party was differing with the budget, 
you would say probably there is a reason for it, and I would not say 
there is not a reason in your mind for it, either, and it might be a noble 
reason, but it is a peculiar situation, such as I have never experienced 
in all my years in Congress. I can honestly say that to you. 

J have never had a similar situation to this arise during all the years 
Ihave been here. 

Mr. Puiturres. The testimony does not quite confirm what you are 
saving, and what you are detailing. When vou and I talk about 
the President’s budget, we know what it means. The President signs 


it. 

Mr. Rasaut. We know the President does not see the budget; 
we all know that. 

Mr. Puiturpes. That is right. 

Mr. Rasaut. But, nevertheless, it is his budget. 

Mr. Puitures. It is the administration’s budget. 

Mr. Rapaut. I asked the question if General Vogel objected to the 
item to which we have been referring being in the budget, and he said 
he did not. 

General VocEL. No, sir; I never did, and I do not object to it now, 
as such, 

It is only that I have made a suggestion, sir, whereby I think 
something can be done better. 

Mr. Purutures. The general’s testimony, which we do not have to 
have read back, will indicate that the general said that the Bureau of 
the Budget said to come down to this committee, and this committee 
was to decide it. 

That is the unusual thing about it, Mr. Chairman. 

Mr. Rasaut. Yes; that is unusual. 

Mr. Putiurps. That is the most unusual thing I have heard. 

General VoaEu. If I have failed to make my case, sir, I must be 
satisfied with the judgment. 

Mr. Jensen. I think the gentleman, General Vogel, should be highly 

complimented for taking the position which he has, even though it is 
in the budget. It proves that he is not a rubberstamp. It proves 
when he sees something which he thinks should be corrected, he has 
the intestinal fortitude so say so, before a committee of Congress, 
and certainly to condemn him for that is very unfair. 
Gentlemen, I have sat on this subcommittee, and other Appropria- 
tions Subcommittees of Congress for 13 years, and this is possibly the 
only exception where someone has told the committee right out openly 
that they disagree with the budget in a certain instance. 

Other officials of the various agencies of the Government will come 
0 you and say, ‘‘Listen, there is an item in here which should be taken 
out, and I hope you take it out.’’ Now, you know they have done it; 
you know every one of you has experienced that. 

Mr. Puitures. Why, of course, we have. 

_ Mr. Jensen. Why, of course you have, and General Vogel has the 
intestinal fortitude to come right here and say what he thinks, and 
let the chips fall where they may, and I honor him for it. 

| wish we had more like him. 
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Mr. Krrwan. I do not know enough about it, but I know this. 
I have been in the Congress a few years, and I have been defending 
Government organizations, and I am going to defend this one, becays, 
there is no man in the United States trained like a Government officig) 

Why do I say this? Every time we get in a crisis we do the mog 
foolish thing in the world. We reach out, like we did a few years ago 
and get someone from the head of General Motors to be the “fy 
United States,” and it was not long until we had to kick him upstaiz, 
During the last crisis we had to go down to General Electric, and got 
another, and when you sit across the table like you did one day, Mp, 
Cannon, when you were asking questions for 4 hours, and he neyer 
answered one, then something is wrong. 

Then, when you see the te & Laughlin Co. reaching out and 
taking a man like Admiral Morrell and putting him at the head of 
Jones & Laughlin Steel Co., a man who was never in a steel plant: 
when you see the Du Ponts pick up a general of the Army and place him 
in a very high position; when you see Somervell made president of the 
Koppers Co. before he died, and General Robins go in as one of the 
heads of the Portland Gas & Light Co., all Government-trained, that 
is why I say here today, as I have said in my 20 vears in Congress, 
that there is no person in the United States trained like a Government 
employee. He is capable. 

He is what a Government employee should be, and that is why | 
have been a defender of them all the time. 

I am not taking the side of the Government employees across the 
table here, but I am only calling the turn as I see it. I have seen it in 
working with groups, and I have seen it in working with corporations, 
There never was a corporation on the same par with Government. 

Mr. Puruures. I think you are complimenting the general, because 
he is Government-trained. 

Mr. Krrwan. I understand that. I am complimenting everyone 
here. Iam saying that I have sat in committee rooms, and have seen 
disagreements come up, and now some little fuss came up in her. 
There may be a misunderstanding, or there may be something else. 
However, I have sat for 20 years on subcommittees, and I have seen 
people offend them, insult them, and do everything ia the worl, 
and try to tell the Congress what business is doing, when busines 
could not begin to start: to handle what the United States is doing. 
I am not trying to tell who is a success, or who is not a success, but 
I am only saying this: 

When you read over the record of what has been accomplished, | 
will guarantee you that there is no business in the United States 
that has accomplished what the Federal Government has. 

Mr. Puttiirs. When Ben Moreell went over to Jones & Laughilit, 
and when he made various suggestions as chairman of the board tor 
improvement in the management, do you suppose they asked the 
people down the line whether they had indicated they wanted these 
changes made? 

Mr. Kirwan. If he went over there, then, you are coming back t0 
my theory. There is a man who never put a foot in a steel plant, and 
when he becomes chairman of the board, there is something wrong 
with business in the United States. You cannot take a man whi 
never put a foot into a steel plant, and expect him to run it. Here, 
we are hollering all the time, how great business is. 
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Mr. Putturps. Maybe he knew about administration. 

Mr. Kirwan. There never lived a man who knew something about 
,dministration if he did not know the product he was administering. 

do not care who the man is. If he didn’t know what it was, he could 
mot administer it. 

John Sharp Williams, the Senator, defined that in a filibuster in the 
Sonate when he asked who held the record for filibustering, and it 
looked like Huey Long took it away from him. They asked how long 
could he have spoken, and he said, “If I knew what I was talking 
about, 5 minutes, but if I did not, I could talk to the end of time.”’ 

John Public is the one who is suffering. 

Mr. Paruuies. I think your theory about knowing the business was 
good, up to about 20 years ago, but I notice, with the various legal 
problems and accounting problems which have come up that banks 
and businesses are taking lawyers, and expert accountants in to be 
their presidents, instead of always taking bankers. 

Mr. Kirwan. I know down through the years as we had until 
about 20 years ago, the son was generally put in, who knew nothing 
about the business, to take the father’s job, but today they are taking 
men right out of the steel plant who went in as a laborer, and who has 
followed the steps up. 

The superintendent in my town today of the United States Steel 
worked with me a few years ago. He came in as an ordinary work- 
man, and today he is the head of it. 

Mr. Jensen. Mr. Chairman, after it is all said and done, the proof 
of the pudding is still in the eating. The fact is that this United 
States of ours has done very well. We have here the finest country 
in the world, as well as the highest and the best economy. We pay 
the best wages, and we live better than any other people in the world. 
We have operated under the private enterprise system which has been 
run by the businessmen of America. 

Mr. Ranaut. You are going to get me going on the automobile 
business. 

Mr. Poitures. We have a national debt of $275 billion. 

Mr. Ranaut. Now, you have covered it. We have a national debt 
of $275 billion. 

Mr. Jensen. Who is to blame for that? 

Mr. Ranaut. Yes; who is to blame for it? 

Mr. Jensen. Let us not blame the private-business man. 

Mr. Ranaut. I am not trying to blame the private-business man. 
Tam saying you are not going to blame some other foreign nation for 
our debt. 

Mr. Jensen. Well, of course, Congressman Kirwan, we could go 
on and on and on. 

Mr. Focarry. Mr. Chairman, I want to reiterate what was said 
before. I have not been on this Appropriations Committee as long 
as other members of this committee have, since it is only my ninth 
year, but this is the most unusual testimony, General, to which I 
have listened during the 9 years I have been on the committee. 

You come in here as an employee of the Federal Government, and 
without being asked what you thought of these individual-line items 
in the appropriation bill, you not only volunteered, but insisted on 
being heard, in order to tell the committee that you did not agree 
with that line item of Government relations and economic staff of 
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$100,000, and you go on to testify that you just made a suggestios 
to the Bureau of the Budget. arr 

How did you make the suggestion? 

Tell us, step by step, just what did happen. 

General Voce. Let me say, first, Mr. Fogarty, if I have made som 
statement out of order through, let us say, ignorance, I am very sorry 

As to suggestions made to the Bureau of the Budget, nothing wa 
made in a clandestine way, and all budget matters are contained jp 
official correspondence. 

Mr. Focarry. I did not intimate that there was. I just want tp 
know in what way did you make the suggestion? Through a letto 
to the Director of the Bureau of the Budget? 

General Vocet. As I recall, the forwarding letter to the Directo 
of the Budget or to the Bureau of the Budget, stated the recommends 
tions of the Board of Directors, and stated that the Chairman disagree 
to this extent, and asked that an item of $100,000 be included for the 
establishment of a management staff. That is all—that is all I cay 
remember and my recollection is hazy. 

Mr. Focarry. Did you give in your letter a list of justifications fo 
this $100,000 for the management staff? 

General Voce. Mr. Fogarty, frankly, it is too far back, and | 
would have to completely refresh my mind. I do not remember 
more than just the vague basis of it, and it has been indicated that 
the correspondence will be placed into the record. 

Mr. Fogarty. Do you have that letter, Mr. Wagner, in the files’ 

Mr. Waaner. That correspondence, I believe, has been called fo 
in the record. 

General VoceE.. I think it is all a matter of record. 

Mr. Fogarty. Did you appear before the Bureau of the Budget? 

General VoGEL. Yes, sir; and so did all these other people. 

Mr. Fogarty. Did you discuss this request of $100,000 before the 
Bureau of the Budget? 

General Voce. I cannot remember, out of all the things whieh 
were discussed; I cannot possibly recall. 

Mr. Foaartry. You cannot recall this one item which is so in 
portant to you? 

General VoGEL. I presume it was discussed, but T cannot specifically 
recall it. 

Mr. Fogarty. This is the one thing upon which you disagree—ve 
of the few things that you disagree with the other members of the 
Board on. 

General Voce. I do not consider it, sir, to be of the importance au 
magnitude that you give it. 

Mr. Focartry. Well, maybe it is not, but it seems to me, sitting 0 
this side of the table, that I have never seen anything of any greate! 
importance to a person on that side of the table, as you gave it whel 
you insisted on being heard, in opposition to the other members 
vour Board. 

General Voce. Let me say this: There have been several meetings 
of the staff of the Bureau of the Budget with our staff, and I think we 
discussed everything which was in the budegt. Maybe, Mr. Wagnel 
can state whether this was discussed. a 

Mr. Waaner. I do not recall that this was discussed, at TVA’ 
meeting with the Bureau of the Budget when our original budget ¥% 
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scussed. I was in the group that went to the Bureau of the Budget 
-hen we presented our original budget. That was the only time that 
have appeared before the Bureau of the Budget. There may have 
cen informal discussions of this item between our budget office and 
heir staff, but I do not know that it was discussed then. 

Mr. Focarty. Do you mean to tell me that the Bureau of the 
Budget, General, put this line item of $100,000 in the budget on the 
asis of your original letter to the Bureau of the Budget? 

General VocEL. As a result of the letter; yes, sir. 

Mr. Focarty. That is the only contact you had in regard to it? 
General VocEL. Oh, no; I do not mean to say that. There were 
iscussions, Off and on, of course, between members of the budget 
taff and myself, and | think our staff, but I cannot put my finger 
nany particular discussion on any particular day. 

Mr. Focarry. Did you tell the representatives of the Bureau of 
he Budget, or anyone in the Bureau of the Budget, that vou did not 
hink this government relations and economics staff was necessary, 
nd that it ought to be cut out? 

(General Voce. I do not think so. 

\Ir. Focarry. You never did? 

(General Voareu. I do not think so; I do not recall. 

Mr. Fogarty. I just do not know what to think. I have never 
en anything like this presented by the Bureau of the Budget before, 
nd the more I hear about it, and the more I keep looking into it, 
looks to me as if there is a pure case of unadulterated politics in 
he Bureau of the Budget. 

General Voari. Oh, no. 

Mr. Fogarty. It appears to me that it is a pure case of unadulter- 
ted politics in the Bureau of the Budget in inserting this line item 
undistributed contingencies of $100,000, and you say that they are 
Paving it up to the Congress to make the decision. 

I never heard of that before. 

Has this committee received any letter from the Bureau of the 
budget saying, in effect, that there has been some disagreement on 
he Board, and “we are putting in two line items, and you may 
lake the decision as to which one you want?” 

Has there been any letter to this committee on that, from the 
bureau of the Budget? 

Has there been a letter received by this committee from the Bureau 
the Budget saying ‘‘because of some disagreement on the part of 
¢ Board of Directors of TVA, we are including two line items in 
is budget, and you take your choice?” 

The CLerx. No, sir. 

Mr. Fogarry. There have been no instructions from the Bureau of 
le Budget to this committee? 

The CterK. No, sir. 

Mr. Fogarty. And there has been no suggestion by the Bureau of 
he Budget? 

The CLerx. No, sir. 

Mr. Focarry. Who made the suggestion that the Bureau of the 
udget said that it would be up to the Congress to make this decision? 
General Vogen. I think we have had that in a letter; have we not? 
Mr. Wagner. The Bureau of the Budget did mention this con- 
ieney item in a letter which they sent to the TVA Board, addressed 
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to General Vogel, and I believe that is one of the letters which jj 
committee has asked for. 

ee Voce. I think that is the whole basis. I think it js, 
there. 

Mr. Focarry. I have never heard of anything like that before, 

Mr. Puiturps. Maybe we ought to read the letter, and see what; 
really says. 

Mr. Focarry. You can read it later. 

General, you made the statement 2 or 3 times that you have be 
a member of the Board, or Chairman of the Board, for 8 months: ; 
that correct? 

General Voce. From September 1. 

Mr. Focarry. You further stated that you have never been abj 
- find out yet what this government relations and economics staf 

oes. 

General VoceEt. I told you of some of the things that they hay 
done, but I have never said 

Mr. Focarty. I put that down one place where you said you ha 
not been able to find out what they do. 

General Voceu. I mean in its entirety. 

Mr. Focarty. You have been a member of the Board for 8 months 
and Chairman of the Board of Directors, and it is impossible for yout 
find out who these members are, and what they do? 

General Voce. Oh, no. . Of course, I know who they are. 

Mr. Fogarty. You made a flat statement that you have not bee 
able to find out what they do. 

General Voaet. I did not say that I do not know who they are. 

Mr. Fogarty. You said you have not been able to find out wha 
they do. 

General Voce. I should perhaps, interpret that to say: What th 
importance is of what they do. 

Mr. Foaarty. Well, that is a big difference. 

General Voce. Well, perhaps it is. 

Mr. Foaarry. I thought it was inconceivable that a member of 
board, being there 7 or 8 months, could not find out what they did 
that it would be inconceivable that a member of the Board of Dire 
tors, no matter whether you are Chairman of the Board or not, coul 
not find out what these people do. 

General Vocrt. I do not think I have any other answer. 

Mr. Fogarty. What steps have you taken to find out what they do 

General Voce. I think the best I can answer that is to say, &. 
stated originally, that I knew they were engaged in certain esoter! 
studies, and that they were carrying on economic studies designed 
certain ends. 

I do not mean that I am entirely ignorant of the character of wha 
they do, or what some of the details are, but I have not seen th 
necessity nor the importance of it. 

Mr. Fogarty. The inference which you leave on the record is the 
all they are doing is compiling reports which do not mean much, # 
far as the operations of TVA is concerned. 

General Voce. Well, that is pretty much my opinion. 

Mr. Focartry. Have you ever tried to find out what else they « 
besides compiling various reports, or how many man-hours are spe! 
by this staff on compiling reports? 
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General VoGeL. Mr. Fogarty, I would like to say this: I am one 
an in a very large organization. 1 have been trying to find out a 
t of things, and a good many things I have found out; but a good 
any things I have been precluded from finding out because of time, 
,l not because of the desire on the part of anyone to conceal or hold 
. information. 

The people at TVA are honest and straightforward people. Please 
}not let it be thought that I am trying to intimate otherwise, but 
do say that I am only one man, and the thing I have come before 
u gentlemen today to request is simply assistance in getting the 
nd of data which I feel is necessary for the general manager, for me, 
\l for the other members of the board in order that all may perform 
peir jobs a little more effectively. 

Mr. Focarty. That clears the air a little, generally, but the way 
ou started out and the expression you used, you seemed to infer that 
cause you were in the minority on this Board at this particular 
me, that had something to do with it. 

The Congress established TVA. TVA was not created by the 
ecutive branch of the Government. It was created by the Congress. 
General Voaet. You are quite right, sir. 

Mr. Fogarty. The Congress prescribed, as I understand it, that 
he Board of Directors would be appointed in staggered terms for a 
bod purpose, and you find yourself in the minority, and will be, 
rhaps, because of your way of thinking, until time takes care of 
hat one way or the other, but I thought that you were inferring that 
ease you were in the minority, you could not find out the answers 
bsome of these questions, which you had about this particular staff 
Government relations and economics. 

General Voce. May I say this? 

Mr. Fogarty. You have cleared it up to my satisfaction. 

General Vocreu. I am trying to clear it up still further. The impli- 
ition has been that I have said I am a minority in everything. I 
mnot. I clearly stated, when I began my statement, that in 95 
reent, at least, of all things discussed, my colleagues and I are in 
lanimous agreement, but also, that as all human beings must 
agree occasionally, we do disagree on some very important things. 
Mr. Ranaut. That is natural. 

General Voarn. This is one small point, a $100,000 item out of a 
udget of about $30 million, on which we disagree. 

Mr. Fogarty. But, it is the most unusual thing, as far as I am 
cerned, in this budget presentation, and I am sure it is to the rest 
the members of the committee, because I do not believe they have 
ei anything like this before in a budget. 

General VocEn. If it is going to create that much difficulty—— 
Mr. Focarry. It does not sit well with me, General. That is, 
baking very plainly. I am not blaming you for anything, but | 
n blaming the Bureau of the Budget for giving to this committee 
ich a choice that we know nothing about. 

General Vocrx. I think it would be wrong to blame the Bureau 
the Budget. 

The committee has nothing before it on this. The Bureau put this 
ler line item in to give this committee a choice of these two systems. 
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As I say, the only thing we have is the communication on it, whic 
is an open matter. I want to be sure I am correct in that and that it‘g 
in the referenced letter. 

Mr. Wacner. General Vogel, I don’t recall the exact terms of th 
letter on that point. 

Mr. Vocet. I am frankly confused, but I think it is. 

Mr. Puruuies. The most unusual thing is that a Government ep. 
ployee should ask for a reduction in the budget of his agency. 

Mr. Focarry. If this other line item had not been in here, if th 
undistributed contingency fund of $100,000 was not put in here fp 
some purpose, and through questioning you, Mr. Wagner, and others 
it was brought out, the facts were brought out that some of these 
people in this Government Relations and Economics Staff were no 
needed, that perhaps with a reshuffling within the TVA itself some o 
these things could have been worked out, I perhaps would have gon 
along with you. 

But the way it was presented to this committee, in such an unusua 
way, it just looks bad to me. 

Mr. Voce. I regret it was presented in that unusual way becaus 
I tried to work this out with Mr. Wagner and with the Board. 

Mr. Wagner could perhaps explain in his own words that I told hin 
I would like to work out a solution. 

Mr. Focarty. As you said, he is under the supervision of th 
Board. The Board happens to be made up of three men. 

On this particular item you are in the minority and he is acceptin, 
the views of the majority of the Board. 

When this bill is written it will be based on the majority opinion of 
this committee, and the majority rules in the Congress of the Unite 
States and almost everywhere we go. 

Every time I have been in the minority I have been licked many 
times, but I took that licking and went along. I came back anothet 
day. 

Mr. Raspavt. I can understand why the Congress is shocked as | 
think this thing through. 

For instance, if we have a view of our own up on the floor, and yo 
are the chairman of a committee, and the floor overrides you, and yo 
go to the conference representing the House, you have to submergé 
your personal view and go to the House and champion the views 0 
the floor, as was done last week by Mr. Murray. 

Mr. Murray was dead against the pay bill. Still he went ovel 
there and took the views of the House who voted other than he 
wanted it to be. 

We are used to that. | 

To wind this up here, we did not get a statement from Dr. Curt! 
and Dr. Paty, the other two directors. 

I wonder if they would like to submit a statement for the record 
as to this matter. We will not keep the committee longer, 

Dr. Curtis and Dr. Paty consider that their views on this matter are set fortl 
in the letter of December 15, 1954, to Mr. Hughes, Director of the Bureau oft! 
Budget, which was signed by General Vogel in behalf of the members of t 
Board. 

The letter has been made part of the record of this hearing. 


3 


Mr. Wacner. May I say just one word here to clear up one poll! 
Mr. Rasaut. Make it very brief. 
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Mr. WacNER. The impression may have been left from this record 
that the Government Relations and Economics Staff is the only 
management tool available to the General Manager. I simply want 
to say that is not true. 

We have an integrated management arrangement. As I told you, 
I think it works well. General Vogel suggested that I might say 
something in my own words about his proposal for a management staff. 
It is true that he has discussed with me his suggestions that we 
establish a management staff. 

It has been discussed with the other Board members, too. They 
did not coneur. 

In order that the record may be clear as to my position, I have not 
recommended one for the reasons which I enumerated earlier. 

Mr. Rasaut. Thank you, gentlemen. 

We will resume tomorrow morning at 11 o’elock. At that time 
we will have the Atomic Energy Committee. 
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ATOMIC ENERGY COMMISSION 


WITNESSES 


LEWIS L. STRAUSS, CHAIRMAN 

WILLARD F. LIBBY, COMMISSIONER 

THOMAS E. MURRAY, COMMISSIONER 

JOHN VON NEUMANN, COMMISSIONER 

K. E. FIELDS, GENERAL MANAGER 

R. W. COOK, DEPUTY GENERAL MANAGER 

A. TAMMARO, ASSISTANT GENERAL MANAGER FOR RESEARCH 
AND INDUSTRIAL DEVELOPMENT 

WILLIAM MITCHELL, GENERAL COUNSEL 

DON S. BURROWS, CONTROLLER 

J. C. JOHNSON, DIRECTOR, DIVISION OF RAW MATERIALS 

E. J. BLOCH, DIRECTOR, DIVISION OF PRODUCTION 

COL. V. G. HUSTON, ACTING DIRECTOR, DIVISION OF MILITARY 
APPLICATION 

W. K. DAVIS, DIRECTOR, DIVISION OF REACTOR DEVELOPMENT 

DR. T. H. JOHNSON, DIRECTOR, DIVISION OF RESEARCH 

DR. JOHN C. BUGHER, DIRECTOR, DIVISION OF BIOLOGY AND 
MEDICINE 

OSCAR 8S. SMITH, DIRECTOR, DIVISION OF ORGANIZATION AND 
PERSONNEL 

JOHN A. DERRY, DIRECTOR, DIVISION OF CONSTRUCTION AND 
SUPPLY 

F. J. McCARTHY, JR., ASSISTANT CONTROLLER FOR BUDGETS 

J. A. MILLER, DEPUTY BUDGET OFFICER 


OPERATING EXPENSES 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, except for allocations to Nation 
Science Foundation, Departme nt of the Air Force, Department of the Navy, and Department of the 
Army) 








| 1954 actual [1955 estimate 1956 estimate 


Appropriation or estimate - Es ..----| $891, 781,000 |$1,098,962,300 | $1, 045, 000, 00 
Transferred to ‘Ordnance and facilities, Nav y,’’ pursuant to 
Public Law 149--.----- ‘ ; nme mace. ey 298, 000 | 
Adjusted appropriation or e stimate - __ -- Peli 886, 483, 000 1, 098, 962, 300 | 1, 045, 000, 00 
Reappropriation of prior year balance 75,779, 373 | 73, 977, 4 56 | 259, 447, 00 
Unobligated balance transferred from * ‘Plant and e quipme nt, | 
Atomic Energy Commission,’’ pursuant to 1956 appropria- 
tion act___- | 220, 804, 00 
Reimbursements from other accounts............---.--- ; 468, 447 498, 000 272, 00 
Total available for obligation _ - cashion 962, 730, 820 |1, 173, 437, 756 
Balance reappropriated for subsequent ye es —73, 977 : 456 | — 259, 447, 000 





Obligations incurred -----| 888, 753, 364 | 913, 990, 7% 56 
Comparative transfer from “Ships and facilities, N avy’ 1, 300, 000 | 
Comparative transfer to ‘‘Research and de velopme nt, Army’ —794, 000 


ON CRI... dcnicnntntidikndsminabieindtbtabhints 889, 259, 364 | ~ 913, 990, 990, 756 
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Obligations by activities 





Description 





vy activities ' 
Source and fissionable materials 
We ip ms 

Reactor de velopment. - 


Physical research-._.--- 


5, Biology and medicine - - - - 


> Community-- 


yu 


cre 


lt 


19S 


' program direction and administration 
Security investigations : a 


Total operating costs_- 
stment of prior year costs 
e or decrease (—) in— 


ntorles 
Working capital and other adjustr 


)bligated balances... 


nents 


Subtotal 
meaeamin obligations. 


Total obligations... -.-.-- 


1954 actual 


, 302 

, 1 19, 230 
37, 603, 074 
3, 612, 424 

, 936, 611 

, 249, 802 
455, 211 
592, 903 


., 668, 953 


, 604, 403 | 


, 243, 370 
, 035, 443 
796, 374 

3, 790, 917 
468, 447 


259, 364 





Obligations by objects 


Object classification 


ATOMIC ENERGY COMMISSION 


mber of permanent positions 
ie equiv alent of all othe r positions_- 


umber of e ployee $ at end ‘Of year... 


er 


stlona. 
of the 


100, 00 


Wt), OO 


47, 00 


(4, (0 
72, 000 


123, 00 


bvouchered _ . 


we salaries and grades: 


Grades established by the AEC equivalent to general 


schedule grades: 
Average salary 
Average grade. -_.--- 


Personal services: 
Permanent positions--_- - mas 
Positions other than permanent-_- 
Regular pay in excess of 52-week base. 
Payment above basic rates. i 
Other payments for personal serv ices___- 


Total personal services-__------ 
Travel_ 
Transport: ition of things 
mmun ication services. - 
sand utility services__-. 
ing and reproduction-_- 
Other contractual services 
Serv me s performed by other agencies-___- 
Supplies and materials___- . 
Grants, , subsidies, and contributions_ 
Refunds, awards, and indemnities_- 
1 axe sand sssessments. 


Total obligations. 
ALLOCATION TO NATIONAL SCIENCE FOUNDATION 


al num ber of pe rmanent positions. -- 
rage num ber of allem ployees 


bm her ™ 
rofemployees at end of year 


523, OO 


—— 


rage salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


Personal services 
Permanent positions. 
Positions other than permanent. 
Repular pay in excess of 52-week base __ 
Payment above basic rates... 


Total personal services 





1954 actual 


36, 062 


263, 060 
588, 311, 718 


16, 995, 226 


179, 671, 485 | 


838, 293 

7, 400 

157, 

207 

852, O88, 658 


$4, 616 
GS-7.3 


$6, 704 
663 

31 

119 


7,517 


, 431 
2, 120.7 749 


338 | 


1955 estimate 


$674, 919, 000 
226, 386, 000 
101, 095, 000 

40, 253, 000 
27, 000, 000 
— 2, 098, 000 
33, 353, 000 
9, 580, 000 | 


1, 110, 488, 000 | 
—4, 418, 000 


12, 080, 000 | 
—17, 780, 842 
— 186, 876, 2 | 
913, 492, 7 56 | 

498, 000 
913, 990, 756 | 
' 


1955 estimate 


$35, 044, 395 | 
235, 000 

134, 505 

1, 804, 000 
15, 000 

37 | 232, 900 
2, 564, 130 

: 465, 200 
2, 891, 000 
178, 818, 079 
253, 720 
417, 605, 066 
10, 898, 739 
233, 230, 790 
733, 000 

79, 250 

176, 400 
100, 000 


_88%, On, a8 


1956 estimate 


$947, 458, 000 
271, 148, 000 
134, 582, 000 

45, 720, 000 

27, 000, 000 
2, 217, 000 

33, 210, 000 
5, 720, 000 


1, 462, , 000 


17, 000 
. 000 
, 000 
1. 525. 251, 000 
272, 000 


523, 000 


1, 525, 


1956 estimate 


$5, 505 
GS-8.1 


$35, 548, 000 
235, 000 

137, 000 

2, 267, 000 
15, 000 


38, 202, 000 
3, 070, 000 
4, 976, 000 
2, 897, 350 

25 0), 47 0! 522 


x, 05 3.819 
361, 262, 821 
= 000 

» 500 

181: 250 
100, 000 


1, 500, 024, 462 
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Obligations by objects—Continued 





Object classification 1954 actual | 1955 estimate | 1956 est ae 





ALLOCATION TO NATIONAL SCIENCE FOUNDATION—Ccontinued 


| 
| 
} 
| 
| 


04 Communication services $97 
06 Printing and reproduction -__-.......-..-.-- iatibaenkdeindnnnecis 385 
0? Other contractual services- --.- 285 
0& Supplies and materials_-_--....---- sie Gade : 1, 883 


Total obligations__- i “10, 167 
ALLOCATION TO GENERAL SERVICES ADMINISTRATION 
Supplies and materials-_-- 

ALLOCATION TO DEPARTMENT OF AGRICULTURE 


Total number of permanent positions- ----- 
Pull time equivalent of all other positions___-- 
Average num ber of all employees ‘ 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary -- 
Average grade 


01 Personal services: 
Permanent vositions 
Positions other than permanent. 
Regular pay in excess of 52-week base 
Total personal services--- --- RESET  Mpune 54, 900 
OMVOE... axinsicss : 4, 400 
Transportation of things___-.---- 500 
Communication services_-........---- ae 35 200 
Other contraetual services---_-------- 529 
Services performed by other agencies__..--_-.-.--.---- 7, 827 
Supplies and materials-_-_- - . 10, 265 
Taxes and assessments_ ; 398 








Total obligations-_---- 83, 906 


ALLOCATION TO BUREAU OF THE CENSUS, DEPARTMENT OF 
COMMBRCE 


Average number of all employees 
Number of employees at end of year__...-.-.-...---------- 





01 Personal services: 
Positions other than permanent............-.------ 7 
2ayment above basic rates... ------- 





Total personal services_--. 

Travel_. 

Communication services 

Rents and utility services_..........-..-.------- ca 
Printing and reproduction - ---- -- 310 
Other contractual services. ...-.-_.---- eet anne G knee 4, 953 
Supplies and materials... -...-.----- aes ; 6, 989 
Taxes and assessments. - - -- Ea 1 











Total obligations Rees aaa 45, 515 |_- 





ALLOCATION TO NATIONAL BUREAUVOF STANDARDS, 
DEPARTMENT OF COMMERCE 


07 Other contractual service: 224, 494 
ALLOCATION TO COAST AND GEODETIC SURVEY, DEPARTMENT 
OF COMMERCE 


Total number of permanent positions__.......---.-....----- 
Number of employees at end of year- ---- ee 


Average salaries and grades: 
General schedule grades: 
Average salary -- : $4, 440 
Average grade asian enact Ss GS-6.1 





01 Personal services: 
Permanent positions 
Payment above basic rates 





Total personal services 
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Obligations by objects—Continued 





Object classification 1954 actual | 1955 estimate | 1956 estimate 


LLOCATION TO COAST AND GEODETIC SURVEY, DEPARTMENT 
OF COMMERCE—continued 


Comt imunication ser vice 
Other contractual services. -............---- 
Supplies and materials 


Qe 
ALLOCATION TO DEPARTMENT OF THE ARMY 


tal number of permanent positions- ------ 
rage number of all employees - - aa 
umber of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary pai | $4, 717 
Average grade : wet : GS-6.9 
Ungraded positions: Average salary....... . , $3, THO 


Personal services: 
Permanent positions wae ae P $493, 159 $396, 138 $400, 257 
Regular pay in excess of 52-week base _- 1, 501 18 1, 124 


Payment above basis rates. ; 7, 330 Ey 4, 000 
Total personal services_.--_- -- - 501, 990 3, 55 4105, 381 

aia peeon aes , : 34, , 600 32, 000 

ransportation of things ; é | 277, 85! , 439, 145 1, 388, 472 
ymmunication services. __-_-- - a 5, 600 5, 600 
ts and utility services-_-_--- 5 ; 7 383, 57 5, 980 415, 980 
or contractual services... ..--- aa ), ), 5, 382, 332 10, 872, 605 
plies and materials................-- sia . ; : , 200 9, 200 


Total obligations... seals , 121, 6 7, 698, 13, 129, 238 
ALLOCATION TO DEPARTMENT OF THE NAVY 
| number of permanent positions 


ve number of all employees 
ber of employees at end of year. . 





verage salaries and grades: 
General schedule grades: 
Average salary - 
Average grade_.-__ 
Ungraded positions: / 


Personal services: | 
Permanent positions-- ere $3, 610, 461 | $477, ! $65, 400 
Regular pay in excess of 52-week base __- 500 | 300 300 
Payment above basic rates..-- ——— | 63, 987 | , 300 | 2, 900 
Orr PIN BIN OINID Anw5 20 no sicccsccses ss 8, 674, 948 489, 100 | 68, 600 
avel oe sicbitiaitia tee 55, 744 | 9, 400 | 3, 900 
unsportation of things-- : , me | 43, 657 SIPS Pekssusecnccs 
Communication services ate cari 990 | 600 500 
Other contractual services. __.---- saaaiia 3,387,642 | 5, 641, 405 | 4, 230, 500 
Supplies and materials... --------- aaa fadaeacal 843, 420 | 110, 602 | 24, 800 


Taxes and assessments-. wich iat mexy 17, 500 | 3, 000 |. By 


Tr 
Tr 





ALLOCATION TO DEPARTMENT OF THE AIR FORCE 


Total obligations......-...------- | 8,028, 901 | , 266, 107 | 4, 328 
— x 
| 


Travel services: Payment above basic rates. -- - er 12, 364 | 
ave é 532 | 
Communication services. + hidamag tcemamnend 75 | 
Other contractual services. _...--..------- : i i 41, 902 | 
Supplies and materials __- ; cae 30, 563 | 


) Taxes and assessments... -- 143 | 





Total obligations._.._.-- od geese 85, 579 157, 077 





LOCATION TO BUREAU OF LAND MANAGEMENT, DEPARTMENT 
OF THE INTERIOR 


= Tage number of all employees 
ber of employees at end of year 





l Personal services: Positions other than permanent 
axes and assessments-___- 


Total obligations 
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Obligations by objects—Continued 


Object classification 


ALLOCATION TO GEOLOGICAL SURVEY, DEPARTMENT OF THE 


INTERIOR 


Total number of permanent positions__..............--------- 
Full-time equivalent of all other evens 

Average number of all employees-_--_-_---- 

Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary... 
Average grade 


01 Personal services: 
Permanent positions Salers 
Positions other than permanent--.........-------- 
Regular pay in excess of 52-week base 
Payment above basic rates... 
Other payments for personal serv ices_. 


OI BG is. 2 oo oivb ccc wcecncccanevss 
02 Travel... ala a 
03 Tran sportation of things_- aaias 
04% Communication services. _.._- ~ ea 
Ci  SROriGs OIG Dees OOO CIB bin din ono nance cccccccccucn 
06 Printing and reproduction_-_-_- 
07 Other contractual services---- 
Services performed by other agencies_.------ -- 
08” Supplies and materials____- 
11WGrants, subsidies, and contributions. 
13 Refunds, awards, I a sai cal nines eames 
15 Taxes and assessments.............--.------------------- 


Subtotal 


ALLOCATION TO BUREAU OF MINES, DEPARTMENT OF THE 
INTERIOR 


Total number of permanent positions_-_........-.--.-..------- 
Full-time equivalent of all other positions 


BO ena 


Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Ungraded positions: Average salary 


Personal services: 
aa iapskeennaenncdbebad 
Positions other than permanent 
Regular pay in excess of 52-week base 
Payment above basic rates 


Total personal services 
Travel_- 
Transportation ae 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Supplies and materials-- 
Refunds, awards, and IIR. 00) 


Taxes and assessments.....-.-.--------------------------- 


Total obligations 


ALLOCATION TO FISH AND WILDLIFE SERVICE, DEPARTMENT OF | 


THE INTERIOR 


Total number of permanent 
Full-time equivalent of all other positions 

Average number of all employees. -.-.........---.-------------- 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Ungraded positions: Average salary 


SE itidikieeccendncossecccnes 





1954 actual 


$4, 670 
GS-7.0 


$3, 661, 350 
176, 874 
14, 953 

46, 918 

1, 213 


3, 901, 
443, 985 
66, 319 
68, 539 
63, 815 
98, 218 

% 995, 853 
151, 334 
757, 087 

4 

152 

15, 403 


398 


7, 562, 017 


366 
7, 561, 651 


$4, 930 
GS8-7.3 
$3, 646 


$1, 210, 596 
122, 266 

5, 456 

45, 662 


1, 383, 980 
53, 074 
41,816 

3,050 
10, 957 
526 
210, 024 
805, 887 
958 

13, 986 


2, 524, 258 








1955 estimate 


$4, 012, 000 | 
177, 000 | 
15 vo, 600 
48, 900 | 


4, 253, 500 
586, 000 | 
76, 200 | 
77, 400 
79, 100 | 
185, 000 | 

1, 364, 181 | 
68, 700 | 
894, 899 | 


| . 
} 


_ 600 | 
7, 601, 580 | 


7, 601, 580 | 


$5, 036 | 
GS-7.4 


$3, 862 


$978, 251 
25, 403 
4,324 
23, 655 
1, 031, 633 
35, 856 


21, 224 





6, 371, 4 
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Obligations by objects—Continued 






































| ay ) J 
eStlmaty Object classification | 1954 actual | 1955 estimate | 1956 estimate 
7 oa" | as 
ALLOCATION TO FISH AND WILDLIFE SERVICE, DEPARTMENT OF 
THE INTERIOR—-continued 
1 Personal services: | ae 
Permanent positions...........-......---------------- $16, 796 | $44, 224 | $28, 407 
% Positions other than permanent__-_--......--.--------- 5, 045 2, 185 2, 606 
_ 4 Regular pay in excess of 52-week base. ---..-.--------- 50 170 109 
" Total personal services....................-.-------- 21, 891 | 46, 579 | 31, 212 
(2 Travel pengagnseceahsemennnesresesencasscnacanssecese= 266 | 500 300 
$4, me: TENSNOStRCIIL IE GRIER ire caneaunceduecanssscececcnsasc= 21 100 | 20 
Gs 04 Communication services-.-.........----------------------- | 126 | 250 130 
—— 05 Rents and utility services___ AS MITES eae 427 | 889 | 500 
06 Printing and reproduction --- ee eee oa ee a 700 | 500 
$3, 960, 00 07 Other contractual services... ............--.---.--s+2-00-- } 288 6. 205 } 2, 500 
14,4 aS Boenlied GIG SINNER i iain adscnranasascsnnewas count 1, 796 7, 529 4,77 
15, ae eee eds 88 | 60 60 
4.9 ail gO ee ee ew hamenede 24, 903 | 62, 812 40, 000 
“4.07 \LLOCATION TO PUBLIC HEALTH SERVICE, DEPARTMENT OF 
von HEALTH, EDUCATION, AND WELFARE 
¥ Total number of permanent positions_-.............---------- | 1 Te icteric cineca 
ae Average number of all employees_.............-------------.- fae ; Oh dbo 
1% Number of employees at end of year. ..........-.------.------ l BD Nonvcmemes st a 
= a Average salaries and grades: | 
9 . 
766 General schedule grades: : 
a e A WORDS CRIN iso aickone tenet dio da anaas Spacek aeeeanntion _ $4, 966 |.............- 
VERN oe Fa cbt csc acinnedsaddwmadone Sees ao GS-7.0 | sae 
bs ie (1 Personal services: y 
6.371 Pere 5 kc ah audegeebaamas $2, 965 | $12, 381 ai 
= Regular pay in excess of 52-week base. -__------ aie Pe Re ; 19 ase 
— Total personal services............--....--------- 2, 965 | 1 ee 
6, 371, I nin | 1, 375 he i cis ontdaiiobnn 
a NE ee Tee capaemhaeeiaaene | WS sso < AAT les 
EE ae ee ee eae 25 |.....-------- eae 
OS Printing aind SONOCOUIIIR. 6 oon ik ecdicciccceccnstcnnccecss | 100 |___- PS ee 
UGE GI hth iainc na nen cccasnaasanaonenenes 5, 715 14, 285 ‘ 
— —————————— = = — = 
SUMMARY | | 
Tabers number of permanent positions. -.......-.-------------- 9, 075 | 8, 152 $7, 698 
am F ne equivalent of all other positions.............-------- 111 | 102 | 102 
Average number of all employees. -..........----.-.----.----- | 8, 525 7, 760 7, 498 
Number of employees at end of year. ..........--.----------- 7, 665 7, 922 | 7. 671 
Average salaries and grades: | | 
Grades established by the AEC equivalent to general | 
schedule grades: | | 
$360.4 PVORUIEE CUI oh dan tc blceiiaracdksluesassesancind $5, 314 | $5, 482 | $5, 595 
"18 If ROIs bis oh cet cua n doin dadaca cumini | GS-7.8 | GS-8.0 GS8-8.1 
19 General schedule grades: | 
§ 7 Average salary a Sa eR ee | $5, 199 | $5, 370 $5, 482 
—* a) i... See eee ee A ee ee Saicctel GS-7.6 GS-7.7 GSs-7.9 
307.7 Ungraded positions: Average salary_..........-.--.------- $3, 875 $3, 952 $3, 881 
~» eee = — — 


o (1 Personal services: 














i 

1% Permanent positions.._.............-...--.-------- | $43, 596, 618 $41, 026,604 | $40, 430, 592 
9 Of Positions other than permanent____.___.-._-- 516, 002 | 442, 588 444, 214 
"9 Regular pay in excess of 52-week base_________-.---- 4 155, 259 | 156, 145 | 155, 663 
160.7 Payment above basic rates..............---- a ea aml 1, 384, 112 | 1, 895, 041 | 2, 329, 746 
138.0 Other payments for personal services.........--------- 12, 213 15, 000 15, 000 
‘ _ Total personal services.................-----------.- 45, 664, 204 43, 535, 378 | 4 , 215 
212 Travel... PRMEEe Meera tT wT at ts "| 9 713,028 | —«-3, 244, 697 | 3, 728, 190 
—— 3 Transportation of things._...._____-- ae PERS a 4, 348, 618 6, 014, 369 | 6, 445, 234 
732, =Communieation services_.....-..------- ; iz 2, 851, 583 2, 977, 933 | 2, 979, 686 
—= {5 Rents and utility services_.._-_--- jaa 2 pF __.| 21,429,132 | 179,320,376 | 250,950,019 
% Printing and reproduction _......_- : 362, 599 | 140, 447 426, 962 
‘ Uther contractual services....--- Hath Ri Gled 611, 084,182 | 431, 592,679 | 846, 167, 859 
c ~_ervices performed by other agencies---.---...------- | 17,154, 387 10, 978, 639 &, 132, 819 
ROUND GO i  odbapad | 182,600,022 | 234, 768,944 | 362, 209,792 
rants, subsidies, and contributions__..............------ | 838, 397 733, 000 733, 000 
, welunds, awards, and indemnities--.........---------- =al 8, 510 | 79, 777 65, 500 
ad hen and assessments._......._.------- Led ete kee 204, 861 204, 517 | 198, 724 
——— PRU a EE A re he ae 207 100, 000 100, 000 
4 MEE Deno etotal.-.------ .---- Stata ee tage s _...-| 889,259,730 | 913,990,756 | 1, 525, 523, 000 

gst ct charges for quarters and subsistence__........-------- 366 
$3, 00 COUN SM a ae _...| 889, 259, 364 913, 990, 756 | 1, 525, 523, 000 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, except for allocations to Nationg 
Science Foundation, Department of the Air Force, Department of the Navy, and Department of the 
Army) : 

' | a 

1954 actual | 1955 estimate | 1956 estima 


——— 


Obligated balance brought forward | $663, 149, 265 | $767, 949,049 | $581, 072.4 
Adjustment in obligations of prior years |. | oa me 

Obligations incurred during the year... ___- 888, 753, 364 | 913,990,756 | 1, 525, 523, 0p 

1, 551, 906, 039 |1, 681, 939, 805 | 2, 106, 505, jr 

; — 468, 447 —498, 000 —272, 0 

|—767, 949, 049 |—581, 072,647 | —639, 120, 47 


Total expenditures_.................-.-----.-.----------| 783, 488, 543 |1, 100, 369, 158 | 1, 467, 203,09 


Mr. Rasaut. The committee will come to order. 

We have for consideration today the budget request of the Atomi 
Energy Commission, and we are pleased to have with us Mr. Lewis L, 
Strauss, Chairman, United States Atomic Energy Commission, 
together with other members of the Commission, and representative 
of the various divisions of the Commission. 


GENERAL STATEMENT 


Mr. Strauss, I presume you have a statement which you would like 
to present to the committee at this time, and we shall be glad to hear 
from you. 

Mr. Srrauss. Mr. Chairman, I have a prepared statement which 
I would like to have inserted into the record, and then I would like 
to go over the program with you in an off-the-record discussion. 

Mr. Rapavur. We shall be glad to have your prepared statement, 
Mr. Strauss. 

(The statement referred to follows:) 


Mr. Chairman, let me first express my appreciation to you and members @ 
your committee for the opportunity you have just given us to discuss, in a 
executive session, where we stand today in the atomic energy program and what 
appears immediately ahead. This has provided an opportunity, consistent wit 
security, to spell out in some detail what progress has been made to date. 1h 
information which follows is an unclassified version of my statement, suitable {0 
the published record. 

WHAT BUDGET ESTIMATES COVER 


The budget estimates we are discussing today cover only operating expen 
of the atomic energy program, for which an appropriation of $1,045 million ! 
requested for fiscal year 1956. We also will present to this committee very short!) 
the capital side of the budget, the legislative authorization for which is present 
being considered by the Joint Committee on Atomic Energy. As you know, te 
Atomic Energy Act of 1954 requires for the first time that legislative authori 
tion be enacted for our construction programs. Hearings have been held by ti 
Joint Committee on the various items and shortly after a bill is approved by “# 
Congress we would expect the President to submit a supplemental estimate cove? 
ing the capital items. 

PRIMARY MISSION 


Since taking over responsibility for the atomic energy program from the Wa 
Department in 1947, the Commission’s primary efforts have been aimed 4 
producing the key materials needed for weapons, and at improving our weap? 
designs. The broad capacity base now established is a source of great satisfactio 
and represents a potent resource for both war and peace. 
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PLANT AND EQUIPMENT 


During the 5 years ended last June 30, the Commission’s investment in plant 
nd equipment grew from 1.9 to 5.7 billion dollars. The current year will bring 
» increase Of 0.9 to 6.6 billion dollars. Upon completion of the additions now 
ythorized, our plant assets will be about 7.3 billion dollars. The greater part 
) this expansion was authorized by Congress in 1952, and it is the initial output 
rom many of these plants which is bringing about the large production gains 
xpected in 1956. 

OTHER ACTIVITIES 


While the greatest part of our plant and funds are directed to the production 
f weapons, there are other very important activities on which the Commission 
s engaged. 

We are sponsoring basic research in nuclear physics, chemistry, and other 
bilied physical sciences to learn the secrets of nuclear phenomena which are as yet 

We are ever aware of the fact that future progress is largely 
lependent upon increasing our knowledge of the fundamental nature of the 
naterials and forces controlling the economic use of the energy locked in the atom. 

We are engaged in providing measures for the protection of our workers and 
he public from the harmful effects of radioactivity. 

We are developing the use of radiation for medical and biological purposes. 

We are engaged in the development of nuclear powerplants for both civilian 
and military purposes. 

And, under the provisions of the act passed in 1954, we are prepared to coop- 
rate with the peoples of the free world in extending the peaceful benefits of 
atomic energy to all mankind. 

] will now turn to some of the specific aspects of the program for which funds 
are being requested. 


SOURCE AND FISSIONABLE MATERIALS PROGRAM 


The procurement of uranium concentrates, their processing into uranium 235 
and plutonium, and the fabrication of these and other materials into weapons, 
akes the largest share of our budgeted operating costs, representing 83 percent 
of the total costs estimated for 1956. These production and weapon activities 
account for 90 percent of the estimated increase for 1956 over the costs to be 
incurred in 1955. 

The basis of all of our programs is the procurement of sufficient quantities of 
uranium ore. In 1956 we will be able to obtain substantially larger tonnages 
than in any previous year, and our goals for succeeding years have again been 
mised. The improved outlook for larger supplies increases the assurance that 
adequate uranium will be available for United States needs. 

The United States is still dependent on uranium from overseas, but to a lesser 
degree than in earlier years. Our dependence on the output of a single mine in 
the Belgian Congo is now a thing of the past, although large tonnages are still 
expected from that source. The importance of this contribution of Belgium to 
the common security of the Western nations during the past decade can scarcely 
be overestimated, and we gratefully acknowledge it. 

We now have other important stakes in Africa. In the Union of South Africa 
additional plants have come into operation to recover uranium as a byproduct 
of gold-mining operations, and shipments from that country continue to grow. 

Small tonnages from Portugal continue, and initial shipments of uranium con- 
tentrates from Australia were received during the past year. 

Taking all our overseas sources together, we find that their shipments to us in 
1956 will register an impressive gain over 1955. Nevertheless, the increases 
anticipated from production in the United States and Canada are still more 
striking, 

Ir the United States next year, ore will be processed from deposits not known 
‘0 exist 2 or 3 years ago, primarily in New Mexico, Arizona, Colorado, Wyoming, 
and Utah. Exploration and prospecting have enlarged our reserves, and the 
mining industry is providing the added processing capacity, both at new sites 
and older mills, to make the United States one of the leading world producers. 
he large gains in our own country should not let us overlook the rapid progress 
g made by our friends in Canada. In 1956 Canadian output will rise sharply 


Dein 


and several large-scale undertakings now in progress promise to boost production 
i the following years. 
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PRODUCTION FACILITIES 


In the conversion of ore concentrates into the special nuclear materials » 
uranium 235 and plutonium, expansion has also occurred. The major play 
expansion authorized in 1952 is now being completed, and nearly all of the adda 
plant capacity will be in operation before the end of 1956. Incorporated in ow 
newer plants are many improvements which have served to increase the outpy 
obtained from each dollar of plant investment. The efforts to improve our py. 
duction processes are continuing, and experience shows that they pay for them. 
selves many times over in terms of what it costs to produce a pound of uraniyy 
235 or plutonium. In the brief 3 years or so since some of these plants wer 
designed, we have already found ways of increasing their “design capacity” by 
significant amounts, and, similarly, we have learned how to enlarge the outpy 
of many older plant units. 

The 3 graphite reactors at Hanford and the 5 heavy water reactors at Savanna) 
River will all be contributing in 1956 to our output of reactor products. Improved 
performance and the additions made to capacity will bring record production, 

Similarly, in the completed gaseous diffusion plants at Oak Ridge and Padueat 
and in the plant still under construction at Portsmouth, Ohio, the producti 
achievements of 1955 will also be surpassed in 1956. 

Although we also produce certain other materials, plutonium and uranium 23} 
account for most of our costs. 

WEAPONS 


Each year since 1947 has seen important advances in weapons technology, 
Much of our progress has been concerned with the energy yield of weapons 
The nominal yield of our original fission weapons was equivalent to that of 20,000 
tons of TNT. In speaking of thermonuclear weapons today, we deal in units of 
a million tons of TNT. 

If maximizing weapon yield were the only objective in weapon design, on 
might consider that fission weapons had already become obsolete. On the 
contrary, numerous other objectives assure that fission weapons will continue to 
serve a great variety of key roles. Use of fission weapons has enabled us to stock 
pile a wide variety of weapons, adapted to various methods of delivery. Their 
weights, sizes, and yields cover a wide range. They are deliverable by aircraft, 
missiles, and artillery. In developing such a stockpile we have learned to increas 
the energy obtainable from given quantities of fissionable material. A continuing 
objective is the most efficient design for each specialized use. The recent high 
altitude shot at the Nevada test site suggests a defensive antiaircraft use, which 
is just one of the new applications on which we are at work. 

Turning to thermonuclear weapons, you will recall that a thermonuclear device 
was first detonated in the Marshall Islands in November 1952. The device was 
not a deliverable weapon, but pointed the way to designs tested a year ago si 
Operation Castle which are enabling us to achieve more rapid stockpile growth. 

These achievements have been pioneered by our weapons laboratories at Los 
Alamos, N. Mex., and Livermore, Calif., and engineered by our laboratory a 
Sandia, N. Mex. An essential element which can scarcely be overemphasized, i 
the testing of the principles and designs, which we do at the test sites in Nevada 
and in the Marshall Islands of the Pacific. Without the opportunity to confirm 
and explore design concepts at each stage of development, final success could 
never be assured. 

Finally, it is important to emphasize that the development of atomic weapons 
is essentially a joint undertaking in which we receive the closest cooperation from 
the Department of Defense. Generally speaking, the Commission’s respons 
bilities relate to the nuclear portions of weapons systems, while the other elements 
involved in delivery, such as aircraft or missiles, are responsibilities of the Depart 
ment of Defense. Our goals, in terms of both quantities and design objectives 
are set on the basis of forecast requirements by the Department of Defense. 
Actual production of all types of atomic weapons is in accordance with schedules 
approved each year by the President. 


NUCLEAR PROPULSION 


The accomplishments discussed so far relate primarily to our weapons contribi 
tion to the national security. Now let us turn to another contribution, whose 
significance is largely in the future. This is the work done in nuclear propulsion. 
Rapid strides have been made in the development of reactors for propulsion 
naval ships and military aircraft. 





luction 


1m 235 


1ol¢ eV, 


ap ns, 
20,000 


nits of 


n, one 
’n the 
hue to 
stock- 
Their 
reraft, 
crease 
inuing 
; high 
which 


device 
pe Was 
AgO ab 
rowth. 
ut Los 
ry at 
zed, 18 
evada 
ynfirm 
could 


apons 
. from 
ponsi- 
ments 
epart- 
tives, 
fense. 
odules 


tribu- 
whose 
ilsion. 
ion of 


361 


The successful sea trials of the first nuclear-powered submarine, the Nautilus, 
his past winter marked the end of the first phase in the development of naval 
bropulsion reactors. A second nuclear-powered submarine, the Sea Wolf, will be 
launched this summer. Dock and sea trials will follow. The Jand prototypes 
{ these reactors, at the National Reactor Testing Station in Idaho and at West 
Milton, N. Y., will be operated to provide additional information for the improve- 
ment of these and other reactor designs. 

Increasing attention is now being given to development of more advanced naval 
eactor designs, including both submarine and surface ship applications, aimed 
at providing power plants having a wide range of power output. The ultimate 
promise is propulsion units for ships of all sizes, to permit an entire task force 
to operate at full speed without refueling for an indefinite period. 

We have been greatly encouraged by developments during the past year in 
the aircraft nuclear propulsion program. Experimental results warrant a sharp 
intensification and expansion of these efforts. 


REACTOR PROGRAM 


In cooperation with the Army, work is being carried on to develop small power 
reactors for specialized uses by all of the armed services. One such project is a 
reactor whose components could be transported to a remote site and there assem- 
bled to provide heat and electric power, thus eliminating dependence on trans- 
portation of coal or oil for this purpose, an advantage of special importance during 


Thus, our reactor program includes developmental projects for all three of the 
armed services. In 1956 the costs for aircraft propulsion show the largest in- 
crease, and will exceed the costs for either the Navy or Army projects. 


CIVILIAN POWER REACTOR DEVELOPMENT 


As our production capacity has grown, it has become feasible to give more 
attention to the peacetime applications of atomic energy. In his United Nations 
speech of December 1953, the President turned the thoughts of the entire world 
to the hope of making atomic energy a boon to mankind everywhere, and pledged 
the cooperation of the United States to this end. 

The necessary legal basis for the new emphasis on beneficial uses and wider 

participation has been provided by enactment of the Atomic Energy Act of 1954. 
In restating the charter for our program, the Congress removed a number of the 
prohibitions and obstacles embodied in the original act, and in their place sub- 
stituted properly safeguarded procedures for extending participation in atomic 
energy matters in a@ number of ways. 
_Under the new act, the Commission has recently announced proposed regula- 
tions under which persons and organizations, public and private, may be licensed 
to own and operate reactors and other atomic energy facilities in the United 
States for authorized purposes. Such purposes include medical therapy, and 
research and development leading to industrial and commercial applications. 

Under arrangements permitted by the earlier Atomic Energy Act, industry 
has already in several ways been participating in our efforts to develop reactor 
designs for economical production of electric power. Certain companies have 
made direct contributions of funds to particular reactor projects on which they 
are working as our contractors. A much larger number are engaged at their 
oWn expense in independent studies of reactor systems. Others are at work 
under subcontracts on the design and manufacture of various hardware compo- 
nents. These activities of industry are carried on in close cooperation with our 
a laboratories, and have provided important stimulus and impetus to our 
vork, 

_Under the arrangements now permitted by the law, it is our hope and inten- 
tion that industry will undertake at its own expense a larger and larger share of 
the commercial developmental responsibilities. In January we invited industry 
‘0 submit proposals for developmental projects which would embody this prin- 
tiple. The responses to this first invitation are still being evaluated, but we are 
*neouraged by the proposals submitted and believe that industrial and utility 
groups will henceforth be making an increasingly important contribution to the 

‘velopment of competitive nuclear power. 
oy While we hope and expect that industry will take advantage of the provisions 
1 the new Atomic Energy Act by moving into the development of power reactors 
with private funds, major obstacles stand in the way of industry shouldering the 
‘tire job. The fact is that proven designs for economically competitive power 
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reactors do not yet exist. Yet the national interest requires that this nati, 
clearly establish and maintain world leadership in this field. 


POWER REACTORS ACCELERATION PROGRAM 


At this stage of development, however, the basic advances in technology ap 
dependent on the work of the Commission. More than a year ago the Commis 
sion embarked on a so-called 5-year program covering the development of } 
technical approaches to an economical power reactor. Since that time wor 
has proceeded rapidly on each of the five design concepts. During 1956 proto. 
types for 2 of the approaches will be placed in operation; 2 other prototypes wij 
be under construction; and component development will be largely complete) 
for the fifth. None of these protoypes in itself is expected to be a practical sour 
of electric power in terms either of competitive costs or of amounts of power 
produced. We nevertheless expect that construction and experimental oper. 
tion of these reactors will provide valuable data as to the courses to be followed 
in designing reactors which are truly competitive with conventional power plants 
at power costs in the United States. 

In line with the President’s atoms-for-peace program and the new emphasis 
in the Atomic Energy Act of 1954, the Commission has this year pushed ahead 
faster on civilian power than was contemplated a year ago. By so doing we 
believe that we are speeding up the attainment of competitive nuclear power an 
encouraging private industry to assume more rapidly a larger share of the tech. 
nical responsibilities and financial burdens. At this stage the problems can bes 
be solved by a joint attack, imaginative and hard hitting, by the technical forees 
of AEC laboratories and of Ameriean industry. Scientists and engineers must 
have latitude to adjust their efforts to experimental results, and to seize oppor 
tunities when they arise. We have sought to provide this flexibility in our 195 
budget by including an amount which would be available for cooperation with 
industry groups and to accelerate those portions of the Commission’s program 
which can be profitably expanded. This is the amount set out in the budget 
justifieations under the designation ‘‘Power reactors acceleration program,” 


RESEARCH 


In our research programs in the physical and life sciences there are a great 
many problems to be solved. In both fields we encounter phenomena which lie 
outside all man’s earlier experience. 

Even our most practical, down-to-earth problems in the physical sciences 
involve, for example, finding out what happens to materials we wish to use at 
temperatures and radiation intensities far above the range of earlier interest. 

Such basic materials as iron, copper, and steel, which have been used and studied 
by man for decades, are no longer suitable when we seek to build the heart of 
reactor. We find that our needs are for materials such as zirconium, hafnium, 
beryllium, bismuth, and many other materials and alloys about which the eng: 
neering handbooks of yesterday can tell us very little. We need to study not 
only their metallurgy, but their nuclear properties as well. 

Man’s ability to bring about atomic fission, and more recently the thermo 
nuclear reaction of atomic fusion, have been performed by the manipulation o 
neutrons, a part of the atom whose existence was not even suspected a few years 
before the war. In the years since the war, our scientists have identified several 
more types of nuclear particles. Each time we succeed in building a more powerfll 
accelerator, still more particles are identified. As yet we must acknowledge that 
we are dealing with concepts which we only vaguely comprehend. We know, fot 
example, that a uranium atom fissions, but we do not know why it fissions. We 
must devise still more effective instruments and hope that the genius of ou 
scientists will permit them to piece together an explanation of what continues (0 
be essentially a mystery; namely the nature of the forces and energy within the 
atom. 

In view of the practical applications already devised for using neutrons, howevt, 
and of how very little we yet know about these and other nuclear particles, It 8 
clear that only by basic research can the full promise of atomic energy be realized, 
This is the lesson of history. 

BIOLOGY AND MEDICINE 

In the life sciences, biology and medicine, our attention is directed to the 

problems which are peculiar to atomic energy. For the most part these pro 
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ems relate to invisible alpha particles and beta and gamma radiations and their 
fects on the living tissues of plants, animals, and man. 

In radiation, the byproducts of atomic energy, lurks potential danger. One 
pf our primary responsibilities is to protect operating personnel and the general 
ublic from its deadly effects. By establishing rigorous safety procedures and 
tandards and by adhering to them carefully, our plants and laboratories have 
|i but eliminated radiation injuries in their activities. 

The Commission’s health and safety responsibilities are extended by the new 
Atomic Energy Act, however, to cover the activities of licensees. As more atomic- 
energy installations are built, the job of hazard evaluation will become more 
difficult. In the light of experience and new knowledge, present standards gov- 
erning site selections will undoubtedly require gradual modification to enable 
reactors to serve more heavily populated areas. A related problem will be dis- 
posal of a growing volume of radioactive wastes. These matters will be receiving 
intensive study. 

Prudence dictates that research also be directed to the development of drugs 
and other techniques by which to ameliorate the harmful effects of radiation and 
by which to promote recovery from radiation injury. 

“Not all the effects of radiation are harmful by any means. The medical uses 
f radioisotopes, as tracers for diagnosis, and as localized sources for radiation 
herapy, are growing in number each year. The Commission conceives its role 
in medicine as one of pioneering in critical areas of research for which its radia- 
tion facilities are unique. Our work in the field of cancer, for example, both at 
Brookhaven and the Argonne Cancer Hospital in Chicago, could not today be 
performed in any other institution. 

In order to solve practical radiation problems, and to expand the beneficial uses 
of radiation, we must find out more exactly just What takes place in the living tis- 
sue and cells. We support basic research of this type when it is closely related to 
our own work. We assist other people’s research by furnishing radioisotopes. 
To encourage the use of radioisotopes in cancer or other medical research and 
therapy, and for biological research, it is the Commission’s policy to charge the 
user only 20 percent of the actual cost of supplying the materials. 

Radioisotopes, of course, have come into widespread use in industry for hundreds 
of other purposes. The Commission manufactures and stocks a great variety of 
such isotopes at Oak Ridge, where each week the number of shipments runs into 
the hundreds. With the exception just noted, the prices charged enable the Com- 
mission to recover its full costs. 

COMMUNITY 


That part of our budget dealing with the management of the communities of 

ak Ridge, Richland, and Los Alamos shows an operating surplus. It is our under- 
standing that the Joint Committee on Atomic Energy will shortly hold hearings on 
4 bill to dispose of the Richland and Oak Ridge communities. The Commission 
favors this change, although our budget estimates are based upon present owner- 
ship and operation of the two towns. Enactment of the legislation would have 
little effect on our fund requirements during 1956. 


INTERNATIONAL ASPECTS 


_I would now like to touch briefly on the international aspects of the Commis- 
sions program. Under the President’s atoms-for-peace program, a number of 
measures have already been undertaken to demonstrate our conviction that atomic 
energy offers a key to improved standards of living for all people. Such measures 
include the allocation by the President of 100 kilograms of special nuclear material 
wd meeaneh use in foreign countries, pursuant to appropriate cooperative agree- 
ents, 

The first such agreement was recently negotiated with the Government of 
Turkey, under which unclassified technical information will be exchanged and the 
United States will make available to Turkey slightly enriched uranium 235 for use 
in a research reactor. 

As would be expected, the negotiation of more comprehensive bilateral agree- 
ments is well advanced with Canada, the United Kingdom, and Belgium, the 
lations which have been contributing their help to our atomic-energy efforts for 
the past 12 years or more. Negotiations for agreements covering cooperation 
i unclassified matters are in progress with eight other nations, and preliminary 
discussions have been held with still a dozen or so others. 

To make widely available the unclassified knowledge already learned about 
atomic-energy matters, the Commission has made gifts to 14 nations of technical 
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libraries, consisting of copies of the very considerable number of documens 
reports, and other technical papers which we have issued to depository librarig 
at key cities and universities in the United States. We have also initiated y 
Argonne National Laboratory a school for the training of foreign students , 
reactor technology, where already some 31 foreign students from 19 nations are 
enrolled and at study. 
The United States has also taken the leading part in first proposing and makiy 
preparations for the International Conference on Peaceful Uses of Atomic Ener 
to be held by the United Nations at Geneva, Switzerland, in August. Ty 
Commission is playing an important role in this conference, coordinating tly 
technical portion of the United States participation. We hope that nations j 
all parts of the world will gain a lively sense of both the progress already achieyaj 
andl the potentialities opening out before us. The United States will have may 
exhibits including a small research reactor operating on the exhibit grounds, 


PROGRAM DIRECTION AND ADMINISTRATION 


From the outset of the program, the Commission recognized that its varie 
and complex task would require the utilization of a great variety of talents: 
To this end, the operation of our laboratories and plants was placed in the hands 
of organizations which could bring to the Commission the production know-how 
of American industrv and the scientific skills of our universities. These operating 
contractors now employ approximately 80,000 people on the Commission’ 
program. 

Considering the size and complexity of the atomic-energy enterprise, we hay 
maintained the Government staff at a minimum level. Most of this group js 
engaged in the planning and execution of the program, and in supervising and 
coordinating the activities of our contractors. Others are engaged in protecting 
fissionable materials, doing geological exploration, and other operating work, 
You will note that the budget provides for a leveling off in the Commission's 
personnel at about 6,400 people. Some reductions in staff are made possible by 
the falling off of construction activities. These are offset, however, by increas 
in the number of people required to guard materials in shipment and storage, and 
by staff additions to discharge new responsibilities created by the Atomic Energy 
Act of 1954. These additions are primarily related to the licensing and inspection 
of atomic-energy activities undertaken by industry and to the exchange of informa- 
tion and assistance under cooperative agreements. 

I have tried, Mr. Chairman, to summarize the major highlights of the atomic 
energy program. Rather than attempt to discuss the budget figures, which we 
will get into shortly, I have attempted to sketch the background against which 
the budget figures, I hope, will have more meaning. This program is dynamic. 
While there are many large unknowns still to be solved, our progress to date 
provides the best encouragement. As we discuss the budget details, we wil 
encounter a number of matters which have come up since this budget was pr 
pared and which are necessary to undertake in 1956. 

It may be helpful, Mr. Chairman, to consider that our main program activities 
fall into three general parts. First, the production of special nuclear material 
and weapons, representing 83 percent of our estimated dollar costs in 1906. 
Secondly, our reactor program, including development of propulsion units for 
the Navy and Air Force, and electric power units for the Army, industry, and 
world-at-large. Thirdly, our research programs in the physical sciences, biology, 
and medicine. 

Now, Mr. Chairman, the General Manager and staff are prepared to discuss the 
details of the budget estimates. 


Mr. Rasavut. You may proceed, Mr. Strauss, off the record. 
(Discussion off the record.) 


Mr. Rasavut. We shall now recess for luncheon, and reconvene a 
2 o’clock this afternoon. 


AFTERNOON SESSION 


Mr. Rasavut. The committee will come to order. 

This morning, we had an off-the-record statement by the Chairmat 
of the Commission, Mr. Lewis L. Strauss, and now we will have ® 
statement from the other members of the Commission. 
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Who desires to testify at this time? 

Mr. Lipsy. I will. 

Mr. Rasaut. We will be pleased to hear from Commissioner Libby. 
Mr. Lipsy. If the Chair will permit, I would like to ask Mr. F ields, 
e General Manager, to proceed with the detailed presentation of 
he budget, unless you have some general questions. 


BIOGRAPHICAL BACKGROUND OF COMMISSIONER LIBBY 


Mr. Rasaut. We would like to have for the record a statement 
om you as to your background and experience. 

Mr. Lipsy. Very well; I shall be glad to give that, sir. 

Mr. Rapaut. You may make a statement as to where you came 
om, and what position you occupy at this time, and cover your 
neral background and experience. 

Mr. Lissy. I am a member of the Commission, and have been 
nce October 5 of last year. I was formerly professor of chemistry at 
he University of Chicago. I am a professional chemist, teacher, and 
pecialist in the field of nuclear chemistry. 

lam originally from California, and worked during the war on the 
iffusion plant separation process development, and in protection 
om chemical attack. 

Is that adequate, sir? 

Mr. Ranaut. Where did you receive your education? 

Mr. Lippy. At the University of California, and in the California 
ublic school system 

Mr. Rasaut. What degrees have you from there? 

Mr. Lrssy. I have a batchelor of science degree which I received 
1931, and a Ph. D. degree which I received in 1933. 


BIOGRAPHICAL BACKGROUND OF COMMISSIONER MURRAY 


Mr. Rasaut. We shall now be glad to hear from Commissioner 
homas KE. Murray. 
Mr. Lissy. Mr. Murray, unfortunately, is out of town. 
Mr. Rasaur. He is not here today? 
Mr. Lissy. No, sir. 
Mr. Ranaut. Then, we will have him supply a statement as to his 
ackground and experience for the record. 
The statement referred to follows:) 


Tuomas Epwarp MurRAyY 


Born: June 20, 1891, in Albany, N. Y. Son of Thomas Edward and Catherine 
Bradley) Murray. 

Received B. S. in mechanical engineering from Sheffield Scientific School, 
ale University, 1911; LL.D., Fordham, Georgetown, and St. Johns Universities. 
Prior to be coming a member of the Atomic E nergy Commission was: Receiver, 
tterborough Rapid Transit, 1932-40; trustee United Mine W orkers of America 
flare Fund; president, Metropolitan Engineering Co.; director, Murray 
lanufacturing Corp.; director and member, finance idadani Chrysler Corp.; 
ustee, Bank of New York and Fifth Avenue Bank. Trustee, Manhattanville 
pee of New York City; engineer, New York State; director, American Radiator 
Aa 

Granted approximately 200 patents in electrical and welding field. 

Fellow, American Society of Mechanical Engineers, American Institute of 
ectrical E ngineers. 

Roman Catholic, father of 11 children. 

Member of the Atomic E nergy Commission since March 31, 1950. 
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BIOGRAPHICAL BACKGROUND OF DR, VON NEUMANN 


Mr. Fietps. Dr. von Neumann is not here at the moment. Hoy. 
ever, I think he will be in later, but he can supply such a statement jy 
the record, also, if you like. 

Mr. Rapavr. Very well. 

(The statement referred to follows:) 


JOHN Von NEUMANN 


Born in Budapest, Hungary, December 28, 1903. Son of Max and Margars 
(Kann) von Neumann. Attended grammar and high school in Budapest, Hy. 
gary. Student at University of Berlin 1921-23; Federal Institute of Polytechni« 
Zurich, Switzerland, 1923-25. 

Ph. D. in mathematics, University of Budapest, 1925; M. S. in engineering 
chemistry, Zurich, Switzerland, 1926; Honorary degrees, Princeton Univers 
1947; University of Pennsylvania and Harvard, 1949; Case Institute of Tech 
nology, University of Istanbul, 1952; University of Maryland, Columbia Vy. 
versity, 1954; and Institute of Polytechnics, Munich, Germany, 1953. 

Studied as a Rockfeller Fellow at Gottingen, Germany, 1926 and was instruct 
at the University of Berlin 1927-29, and the University of Hamburg 1929-3): 
Came to Princeton as a lecturer 1931 and returned to the University of Berlin m 
leave for 1 year, returning to the Institute for Advanced Study where he has bee 
until his appointment to the United States Atomic Energy Commission. Natura 
ized 1937. 

Author of Quantum Theory 1931, and coauthor of Theory of Games an 
Economic Behavior, 1943. Published more than 100 papers in mathematic: 
mathematicai physics, and mathematical economics. Worked in the field of 
theoretical physics since 1926 and has worked since 1943 in this field with the 
staff of the Los Alamos Scientific Laboratory. Active in the development of 
theory and in the design and construction of computing machines. 

Served on the General Advisory Committee to the United States Atomic Energy 
Commission from 1952 until appointment to Commission. 

Since 1940 has served as consultant to various Army, Navy, OSRD, and AEC 
agencies. Received Medal for Merit and the Distinguished Civilian Servic 
Award in 1946. 

Appointed to the United States Atomic Energy Commission on October 23, 14, 
for a term expiring June 30, 1959. 


BIOGRAPHICAL BACKGROUND OF GENERAL MANAGER FIELDS 


Mr. Rasaut. We shall be glad to hear from you, Mr. Fields, « 
this time. You are the General Manager of the Atomic Energy 
Commission, and suppose you tell us something about your back 
ground. 

Mr. Fiextps. Yes, sir. 

I have a chronology here which I set down briefly. 

I was born on February 1, 1909, at Elkhart, Ind., and graduated 
from the Elkhart High School in 1926. 

I was a student in civil engineering at the University of Illinos, 
from 1926 to 1929, when I entered West Point, the United State 
Military Academy, and graduated from there in 1933 with a degree 0 
bachelor of science in engineering. 

From then, until April 30, 1955, I was a Regular Army Officer of 
the Corps of Engineers, serving in various assignments, includilg 
troop duty and river and harbor duty with the Corps of Engineers. 

At one point, from 1939 to 1942, I was Director of the United States 
Waterways Experiment Station at Vicksburg, Miss., on the Miss 
sippi River flood-control project. 
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During the war, I was the commanding officer of an engineer-combat 
proup in Europe. 
’ T failed to mention that in 1937 I spent a year on postgraduate 
ngineering work at Massachusetts Institute of Technology, and I 
spent the following year in the same sort of study at Harvard Graduate 
school of Engineering. 

From both of these institutions I received a master of science degree 
n civil engineering. 

Following the war, in November, 1945, I was assigned to the Man- 
1attan project as an assistant to the commanding general of the 
fanhattan project. I was engaged in that work until February 1947, 
vhen I transferred to the Atomic Energy Commission, on detached 
assignment, and was an assistant in the Division of Military Applica- 
ion, which is concerned with the production, development, and 
programing of weapons. 

I left the Commission for 2 years, and for 1 of those years I was an 
instructor at the National War College, from 1949 to 1950, and then 

spent a year, 1950 to 1951 in Iran, on the United States military 
ssistance program. I returned to the Commission in August of 1951, 
and was appointed the Director of the Division of Military Application, 
vhich is the same Division I had been in before, 

[ served in that capacity until May 1 of this year, when I was 
appointed General Manager of the Commission. 

I have been General Manager since May 1. 


STATEMENT OF GENERAL MANAGER 


Mr. Rasaut. Mr. Fields, do you have a general statement which 
you would like to make? 

Mr. Fretps. Yes, sir. 

Mr. Ranaut. We shall be glad to have a general statement from 
the General Manager at this time. 

Mr. Fretps. Mr. Chairman, I have two points which I would 
like to make before going into the budget, sir. One of them, Mr. 
Strauss has mentioned before, to the effect that the budget document 
before you contains the estimates of appropriations for operating 
expenses, 

As the Chairman noted, the estimates for our plant and equipment 
appropriation have not been submitted by the President, because 
they are dependent upon congressional authorization of our 1956 
program, which is now being considered by the Joint Committee on 
Atomic Energy. Therefore, we are prepared today to discuss with 
you only the operating expenses for the program. 

One other point is that you will see in the document before you 
certain green pages, and certain white pages. The green pages contain 
classified material, and the white pages contain unclassified material. 
Ithink there will be occasions, as we go through the budget, when we 
will have to go off the record, because in discussing the green sheets, 
we will undoubtedly have to refer to classified matters. 

Mr. Rasaut. That is our understanding. 

Mr. Fretps. Yes, sir. 

Now, if you would turn to page 5, sir, I think I can give you the 
outline of our request. 


63240—_55——__24 
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SUMMARY OF BUDGET ESTIMATE 


You will note in the fiscal year 1956 column on the right-hand si 
that our estimate of obligations to be incurred is $1,525,523,000, | 
you will look: down the column, you will see we plan to fund thi 
requirement by reappropriation of $259,447,000 of unobligated 
balances under this appropriation at June 30 ‘of this year, by the 
reimbursements which we estimate of $272,000 from other Govem. 
ment agencies, and by transfer of $220,804,000 from our plant an 
equipment appropriation, and a new appropriation in the amount of 
$1,045 million. 

Now, the increase in obligations, as shown on the top line, is from 
$913,990,756 in fiscal year 1955 to $1,525,523,000 for fiscal year 1956, 

Mr. Rasaut. Yes. I notice that grew from the 1954 sum of $889 
million. 

Mr. Fretps. Yes. The increase from 1955 to 1956 is due, first, 
because we will procure substantially larger quantities of uranium 
concentrates, and, second, the plants which were built under the ex. 
pansion program are coming into operation, and thus the production 
of fissionable materials and of weapons is expanding as these plants 
come into operation. 

This increased production is being accomplished at lower unit 
prices than in fiscal year 1955. 

So, the additional fund requirements are attributable to increased 
production, and not to increased price levels. 

Mr. Rasaut. Off the record. 

(Discussion off the record.) 

Mr. Frevps. There is one other point which I would like to make on 
page 5. 

Mr. Rasavut. These programs will be broken up into small amounts 
in different places throughout the justifications? 

Mr. Fretps. Yes. We have these amounts by programs: 

We have “Raw materials,” which includes ores and concentrates 
as one program; you will see that as an entire program, and you will 
also see the fissionable materials program in the same fashion. 

The overall increase, it will be noted, is caused by increases in 
uranium 235 costs, in plutonium costs, and in other material costs. 


ESTIMATED EXPENDITURES 


There is one other point I would like to note on page 5, in the first 
sentence of the last paragraph. You will note that our sapenciierd 
for operating expenses for fiscal year 1956 are estimated at $1,467,203, 
000. 

We expect that to level off in 1960 at about $1.9 billion annually. 

This projection is not noted on that page, but that is our preset 
estimate upon completion of our presently planned constructi0l 
programs. 

Mr. Rasaut. This is an increase of $367 million? 

Mr. Fretps. That is correct. 

Mr. Rasaut. This is an increase of $367 million over the estimate 
of $1.1 billion plus for fiscal year 1955? 

Mr. Frietps. That is correct. It is an increase of somewhat les 
than $400 million over the expenditures in 1955. 
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\Mr. Rapaut. You feel that total is going to continue to reflect an 
nerease until it reaches an amount equal to $1.9 billion? 
Mr. Freups. Until it levels off at $1.9 billion; yes, sir. 


RANSFER OF FUNDS FROM PLANT AND EQUIPMENT APPROPRIATION 


Mr. Raspaut. On page 2, you have a transfer of $220,800,000. 

Mr. Fretps. That is the transfer we propose, as I mentioned 
before, from our plant and equipment appropriation, to be used as part 
»f the funding arrangement for our total request. 

Mr. Rasaut. That represents part of the plant and equipment 
money which was not used last year? 

Mr. Frextps. That is correct, sir. 

Mr. Rasaut. You have the funds available for obligation now of 
260.6 million for plant and equipment? 

Mr. Fretps. That is correct, and our plan there is to request that 
hat amount would be appropriated for our plant and equipment when 
ve get the authorization language. 

Mr. Rasaut. You are holding that in abeyance for authorization 
anguage in a new bill which will come to us in the form of a supple- 
rental? 

Mr. Frenps. Yes; that is right, sir. 

Mr. Rasaut. Why should it not be transferred to “Operating 
expenses”, and an equal amount asked for in an appropriation, when 
he supplemental comes forward? 

Mr. Frrups. When we prepared this, sir, we thought that both 
vould be before you at the same time, and that was the reason for 
etting it up in this fashion. 

Mr. Rasaut. Your reasoning is good. It is not general practice 
odo that, however; that is, to have the money ready ahead of time, 
jor something which is going to come up for consideration at a later 
ate. 

Mr. Freutps. Yes, sir. 

Mr. Rasaut. Well, the committee will take it under advisement. 

Mr. Fretps. Could I invite your attention to page 8, sir, which I 
lieve will show the fashion in which our budget is presented? 

Mr. Ranaut. Before you do that, let us insert into the record 
ages 1 through 4 of the justifications. 

The pages referred to follow:) 


GENERAL STATEMENT 


FUNDS MADE AVAILABLE FOR THE ATOMIC ENERGY PROGRAM THROUGH FISCAL 
YEAR 1955 


The activities of the Atomic Energy Commission are now funded under two 
Bppropriations, one for “‘Operating expenses”’ and one for “‘Plant and equipment.” 
p to and including the fiscal year 1955 a total of $14,368.4 million has been 
ippropriated for the atomic energy program This amount includes funds ex- 
pended by the War Department and other Federal agencies prior to the estab- 
ishment of the Atomic sew Commission. Of the total appropriated it is now 
‘timated that $12,230.6 million will have been expended by June 30 1955, leav- 
ig an estimated unexpended balance on that date of $2,137.8 million. The 
reakdown of expenditures (on the basis of the Treasury combined statement) 
And the unexpended balance is as follows: 
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[In millions] 


—_———_——_—— 


Operating Plant anj 
expenses equipmer: 


Expenditures: 
War Department and other Federal agencies to Jan. 1, 1947. $2, 233. 4 $843.8 
Atomic Energy Commission: 

Fiscal year 1947 (half year) 158.1 136. 1 
Fiscal year 1948 465.6 270.6 
Fiscal year 1949 ; 620.8 294.8 
Fiscal year 1950 550. 2 308. 5 
Fiscal year 1951 896. 7 416, 1 
Td. in ueasiwbanem sta nGabamenanaesean 1, 669.9 565. 5 
Fiscal year 1953 1, 790.9 | 706. 9 
Fiscal year 1954_-__- ee 1, 895. 0 783. 5 
Fiscal year 1955 (estimated) .................-.--.-...- 1, 950.0 1, 100.4 
ee I oe cn cee ananascareabbeasestoat 12, 230. 6 5, 426. 2 
Estimated unexpended balance at June 30, 1955 840.5 








Total appropriations 6, 266. 7 





— 
ESTIMATE OF FUNDS REQUIRED FOR THE FISCAL YEAR 1956 PROGRAM 


In the fiscal year 1956 no appropriation will be required for plant and equipment 
as existing balances are sufficient to cover obligations for new projects to le 
initiated in the fiscal year 1956. The estimate for operating expenses provide 
for an appropriation in the fiscal year 1956 of $1,045 million which together with 
the reappropriation of unobligated balances of $259,447,000 and the transfer of 
$220,804,000 from plant and equipment would provide obligational authority 
of $1,525,251,000 for operating expenses for the fiscal year 1956. The following 
table is an analysis of funds available for obligation in fiscal year 1956. 


[In millions} 





expenses | equipment 


| 
| Operating Plant and 


Estimated unexpended balance at June 30, 1955 $2, 137.8 $840. ! 
Less: Unpaid obligations at June 30, 1955 1, 397.0 | 581.1 | 


Unobligated balance available for 1956 740.8 250.4 | 
Proposed transfer between appropriations................-.-.- 220.8 
Appropriation requested for fiscal year 1956 5 1,045.0 | 


Funds available for obligation . 1, 525. 2 


It is now estimated that $260.6 million will be required for plant and equipmet! 
obligations. However, this is only a tentative estimate as legislation, required 
under section 261 of the Atomic Energy Act of 1954, authorizing appropriations 
for such purposes has not been enacted. The amounts shown in the foregollg 
table and the estimates of expenditures which follow are based on the progral 
as covered in the draft of authorizing legislation submitted to the Congress 0 
March 30, 1955, for consideration. 


EXPENDITURES AND OBLIGATIONS FOR FISCAL YEAR 1956 


It is now estimated that expenditures for the fiscal year 1956 will total $2,00) 
million which is $50 million higher than the estimate of $1,950 million for te 
fiscal year 1955. While expenditures for plant and equipment are expected (0 
decrease as the major expansion programs initiated in 1951, 1952, and 1953 are 
completed, expenditures for operating expenses will increase as additional plats 
come into production. The following is an analysis of estimated obligations an? 
expenditures for the fiscal year 1956; 
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[In millions] 





a Operating | Plant and 
Total 
expenses | equipment 





mated net obligations, fiscal year 1956__- $1, 785.8 | $1, 525. 2 | $260. 6 
nated unpaid obligations at June oe 1G06....0-.<-- len 1, 397.0 | 581. 815.9 


Total spews , 182.8 2, 106.3 | 1,076.5 
ss: Estimated expenditures, fiscal year 1956... 2, 000. , 467. : 532. 8 


Estimated unpaid obligations at June 30, 1956 (unex- 
pended balance) 


The following table shows the detailed reconciliation of obligations to expendi- 
ures. 


bligational authority related to obligations and expenditures (excluding trust accounts) 


1955 estimate 1956 estimate 





eneral and special accounts (excluding working funds): 
Current appropriations: 
Presently available - -- ‘ paeietes uss = $1, 209, 844,700 | $1, 045, 000, 000 
Contract authorization - oe nas ; 0 0 
Unobligated balances available nae rrees 443, 227, 061 | 740, 801, 000 
Reimbursements from other Government agencies.-_.---------- 853, 000 | 377, 000 
Reimbursements.from non-Federal sources - - - , : 970, 000 470, 000 


Total available 7 ale : , 6 654, 894, 761 , 786, 648, 000 
Less | | 
Transfers to other Government agencies -- Jumma 0 0 
Advances to allocated working funds with other agenc ies on 24, 245, 275 31, 183, 688 
Cash required to liquidate prior year contract authorization - - 0 0 


Total available for obligations ___ ‘ , 630, 649, 486 | , 755, 464, 312 

Less unobligated balances at end of year: 
To be carried forward in continuing accounts- ---- ns 740, 801, 000 0 
To pee upos closing of accounts... .. ..1....2.0..26-64--.-2 0 | 0 
Total obligations ineurred _ ; 889, 848, 486 1, 755, 464, 312 
Less collections treated as reductions from expenditures_.---- = 1, 823, 000 847, 000 
Net obligations for the year-- ia 888, 025, 486 , 754, 617, 312 
Obligations outstanding at start of ye ar iutpnacatot 2, 363, 468, 291 . 338, 232, 097 
Net obligations to be accounted for__-------- 3, 251, 493, 777 3, 092, 849, 409 
Less obligations outstanding at end of year__---- 1, 338, 232, 097 , 148, 962, 574 


Ne expen litures general and special accounts (excluding working 


funds eae pan “ ; hie 1, 913, 261 


orking fund advances to other agencies: 
nobligated balances available _- ane ae 35, 428, 
Advances from AEC appropriation _----- Carats 24, 245, ¢ 
bligations for the year-_--- : Sie ; 59, 673 
itions outstanding at start of year-- —_ iS 35, 878 
ligations to be accounted for__-.-.- zy paeaetieae 95, 551, § 
tions outstanding at end of year-.- oa 58, 813 


Net expenditures, working funds____..--- ‘ 36, 738, 32 
Net expenditures, general and special accounts, including w 
ae Se ii) Beso 2 ES 1, 950, 000, 000 2. 000. 000. 000 


COMPARISON OF OPERATING COSTS 


Mr. Fienps. On page 8 is the comparative summary of the accrued 
berating costs by program and reconciled to obligations. 

At this point, I should call your attention to the fact that our 

udget i is presented primarily in terms of cost for each program. We 

ve been doing this since 1952. A cost budget has the following 
bivantaped It permits the use of accrual accounting, as used by our 
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industrial contractors; it permits budgeting to be consistent with y 
counting; and it permits meaningful estimates, and control of funds, 
accordance with program purposes. In each of the first eight progran 
are the costs which we estimate will be accrued during fiscal year 19% 
under those various programs. 

Now, by means of adjustments later for inventories, working capity 
and other adjustments, unliquidated obligations, and reimbursabk 
obligations, it is reconciled to the total obligations. 

Mr. Rasavut. Yes. It comes to the figure of $1,525,523 000° 

Mr. Frevps. ‘Yes, sir. 

Mr. Rasaut. I note here that in the estimates for ‘Sources anj 
fissionable material’ there has been a jump from 1954 to 1955 fron 
$417 million plus, to $674 million plus, and now you have an increay 
to $947 million plus. 

Mr. Frieups. Yes, sir. That is an additional increase, sir. 

Mr. Rasavut. The $947 million is an increase of what? 

Mr. Fieips. That is an increase of $273 million over the 195 
estimated cost. 

Mr. Rasavt. I see. 

That represents about a 40-percent increase. 

Mr. Fieups. That is correct, sir. 

Mr. Ranaut. What is that increase based upon? 

Mr. Fretps. That is predicated on the increased procurement of 
ores, and on the increased production of fissionable materials. 

Mr. Raravt. That is, as you explained this morning? 

Mr. Freups. Yes; and those will be broken down in detail! in eacl 
program. These two programs have been combined for the unclass 
fied sections, because by separating them you would be able to se 
how much cost went into each program and, for security reasons, We 
thought they should be combined. 

Mr. Rasavt. In other words, we might say “as explained thi 
morning.”’ 

Mr. Fretps. Yes, sir. 

Mr. Ranavr. You have the same situation in regard to the toll 
for weapons. 

Mr. Freups. Yes, sir; there is an increase in the weapons prograil. 

Mr. Rasaut. There is a 30-percent increase, and the next on 
represents a 33-percent increase? 

Mr. Freups. Yes, sir; for reactor development. 

Mr. Rasaut. Do you feel that you are going to need this money 
for that purpose this year? 

Mr. Fretps. Yes, sir; and I would hope that in going through te 
programs, we could convince you of that, sir. 

Mr. Razavt. In regard to your security investigations program, | 
note the request has dropped about 40 percent. 

Mr. Freups. Yes, sir. ; 

Mr. Razsaut. Why has that taken place? We are glad to see! 
but we want to know something about it. Are you letting dow 
your guard? 

Mr. Fretps. No, sir; that is largely because of provisions of tle 
new act which provide for a determination on the categories of cleat 
ances that are required in each instance, which removes from le 
Commission the necessity to clear members of the Department ° 
Defense, in all instances, for access to information. 
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So. we will have different categories of clearances, one of which is 
mited access. This type of clearance is used for information classified 
o higher than confidential, and requires only a file check and a finger- 
print “check, primarily, with further inve stigation only if derogatory 
nformation is revealed. 

Mr. Rasaur. In other words, some of this investigating will be 
lone by others before they have any right to get in touch with you; 

that right? 

Mr. Fretps. In the case of the Department of Defense; yes, sir; 
but any clearances required other than that are determined by the 

‘mmission on the basis of investigations by the Civil Service Com- 
nission or the Federal Bureau of Inv estigation. 


DECREASE IN REIMBURSEMENTS 


Mr. Ranaut. On page 5 of your justifications, there is a sharp drop 
: reimbursements from other Government agencies, from $498,000 
own to $272,000. Please explain that. 

Off the record. 

Discussion off the record.) 

\ir. Fretps. This is not for production. 

The largest item of reimbursement is for utilities which we provide 
or an ordnance works in Indiana. Could you give the specifics on 
his decrease in 1956, Mr. McCarthy? 

Mr. McCarruy. The big drop, Mr. Chairman, is due to the fact 
hat in 1954 and 1955 we furnished at Hanford certain utilities and 
services to the Army units stationed near our Hanford plant. In 1956, 
hey will take over themselves, and procure their own electricity. 

In other words, they will not be buying utility services from us. 
or that reason, that reimbursement will not be made in 1956. 

That is the reason for the big drop. 

Mr. Ranaut. That goes into the Army budget, then? 

Mr. McCarrny. That is correct, sir. They have in the past 
budgeted for it initially, and reimbursed us. 

Mr. Ranaut. But, you know it is about the same price now as it 

as When you were supplying it? 

Mr. McCartuy. Yes, sir. 

Mr. Ranaut. You may proceed, Mr. Fields. 

Mr. Freips. All right, sir. 


OPERATING COST TRENDS 


If I could come back to page 8, again, could I show you a chart 
it this point which, in effect, presents page 8 on a chart from, showing 
he operating costs for the past fiscs “ vear, and up through 1956? 
he chart emphasizes that the source and dedlemaie materials pro- 
um, and the weapons programs are by far the largest programs in 
ww activities. The total cost is slightly under $1.5 billion for 1956 
ud, as vou recall, Mr. Strauss indicated 83 percent was in the source 
. fissionable materials and weapons programs. The amount of 

2 billion is for those programs in fiscal 1956. 

Mr Rasaut. I want to call the attention of the committee to the 
act that this chart uses the term “‘billions’’ as a measurement of the 
lollars involved. You will note that it says at the top “Billions 


% dollars,” 
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PLANTS OPERATED BY THE AEC 


Mr. Fre.ps. With further reference to the source and fissionabj: 
materials program, and weapons, I have two charts, and this particu; 
chart is for the purpose of showing that what we operate is a large 
industrial complex. 

You start with the procurement of raw materials, either foreign oy 
domestic; through assay and preparation of ore; refining plants for the 
ore; and the processing of materials. The second step is the prepar- 
tion of feed materials, which means either the production of uranium 
metal, its conversion into rods, and preparation into slugs, or the prep- 
aration of uranium hexafluoride. This is a large-complex operation, 

The third step is the actual manufacture of fissionable materia] 
On one path, uranium slugs move to Hanford or Savannah River 
where some of the uranium is transmuted in reactors to plutonium, 
Following the other path, uranium hexafluoride passes through the 
gaseous diffusion plants at Paducah, Oak Ridge, and Portsmouth to 
become enriched in the isotope uranium 235. 

These two products, plutonium and uranium 235, flow through a 
fourth step, which is the preparation of reactor fuels, or of weapon 
parts. The fourth step includes large chemical separation plants, and 
plants for converting the materials to metal. The materials are then 
either utilized for weapons, which are placed in stockpile, or for the 
peaceful uses shown on the chart, namely, science, agriculture, in- 
dustry, and medicine. 

Looking at this in a slightly different way, here is a chart showing 
a sequence of ore to bombs. On the left, the flags indicate the various 
countries from which ore originates. That material flows through 
feed material plants, such as at St. Louis, or Fernald, then through 
reactors for production of plutonium at Hanford or Savannah River, 
or through gaseous diffusion plants at Oak Ridge, Paducah, and 
Portsmouth, and nuclear material flows through fabricating plants 
for nuclear components, and then into the stockpile. 


INVESTMENT IN PRODUCTION PLANTS 


You will notice, indicated in the lower figures, the total dollar 
investment in our facilities for manufacturing purposes: Two-tentls 
of $1 billion in feed materials; $4.8 billion in the reactors and tle 
gaseous diffusion plants, and about four-tenths of $1 billion in plants 
which fabricate these components into weapons, or a total of some 
thing like $5.4 billion of investment in manufacturing facilities. 

I thought that would be of some interest in order to show the size 0! 
this project. 

Mr. Rasavur. It is very good. Would you put that other chart \ 
there again? 

Off the record. 

(Discussion off the record.) 

Mr. Rasaut. We will go back on the record now, 
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SUMMARY DATA ON OPERATING EXPENSES 


Pages 5 to 12 of the justifications will be inserted in the record at 
this point. 
(The justifications referred to follow: ) 


APPROPRIATION FOR OPERATING EXPENSES 
APPROPRIATION REQUEST, FISCAL YEAR 1956 


The appropriation requested for operating expenses for the fiscal year 1956 is 
$1,045 million which is $53,962,300 less than the $1,098,962,300 appropriated for 
the fiseal year 1955. 


ESTIMATED OBLIGATIONS, FISCAL YEAR 1956 


The appropriation of $1,045 million together with the reappropriation of 
nobligated balances at June 30, 1955, the transfer of funds from plant and equip- 
nent and reimbursements will provide a total of $1,525,523,000 for obligation in 
ie fiscal year 1956. The following table sets forth the reconciliation of obliga- 
tions to appropriations for the fiscal years 1954, 1955, and 1956. 


Estimate, Estimate, 
fiscal year fiscal year 
1955 1956 


Actual, fiseal 
year 1954 


ligations. — ens aoe a _— $889, 259, 364 | $913, 990, 756 ($1, 525, 523, 000 


Prior year balance reappropriated _---- | 75, 779, 373 73, 977, 456 259, 447, 000 
Reimbursements from other Government agencies 468, 447 498, 000 | 272, 000 
Comparative transfer from Department of the Navy- , 300, 000 0 0 
lransfer from “‘Plant and equipment, AEC’’_-- 0 0 220, 804, 000 


Unobligated balance at end of year____-- ja all | 3, 977, 456 259, 447, 000 0 
Transfer to Department of the Navy---_-- : : 5, 298, 000 0 0 
Comparative transfer to Department of the Army-__-__----| 794, 000 0 0 


Appropriation . hd agai bid tetee tga intigih teil , 781, 000 |1, 098, 962, 300 | 1, 045, 000, 000 


ESTIMATED EXPENDITURES, FISCAL YEAR 1956 


., zpenditures for operating expenses for the fiscal year 1956 are estimated at 

|,467,203,000 which is an increase of $366,833,842 over the estimate of $1,100,- 
369, 158 for the fiscal year 1955. The table on the following page shows in detail 
the reconciliation of obligational authority to obligations and expenditures for 
the fiseal years 1955 and 1956. 
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Obligational authority related to obligations and expenditures (excluding trust Co 
accounts) 
| 
1955 estimate | 1956 estimatg 
General and special accounts (excluding working funds): | ‘tt 
Current appropriations: Ope 
PORORGEY OVO ise od cist dns ced ew snspcgisadeces nace | $1, 098, 962, 300 $1, 045, 000.1 
Transfer from ‘“‘Plant and equipment, AEC’’__..._-_......--.---.. 0 220, 804" 0g 
CN ieee Cub, pidaudcakciinisawddadencndte 0 , 
Unobligated balances available. -.............--.-------.-----.----- 61, 770,864 | 250, 447 y 
Reimbursements from other Government agencies--.-......-.----- 498, 000 279 
Reimbursements from non-Federal sources. ........-.-...-----.--- | 0 | zi 
EE EE sata dahondibiddeectceeaetoswitdinss+ccasetienesad 1, 161, 231, 164 | 1, 595.5 r 
Less: | 
Transfers to other Government agencies. --.....-.......---.-----------| 0 
Advances to allocated working funds with other agencies__.........-.- 12, 830,890 | 25, 408, 538 Adj 
Cash required to liquidate prior year contract authorization _-__--------| 0 | Incr 
Total available for obligations. ..............-----.------------------- 1, 148, 400, 274 | 1, 500,021.4 
Less unobligated balances at end of year: 
To be carried forward in continuing accounts..--...........-...-.--..- 259, 447, 000 | 1 
eo eee ee ee 0} 1 

















EE SIN oy, ga cd bc Seithdeaticnisucévninde<aaes<sbunt 888, 953, 274 | 1, 500, 024.4 


Less collections treated as reductions from expenditures_........-...-.----- 498, 000 272, 0 

Net obligations for the year_........-.....-.------ Picatasa en eeeabie 888, 455, 274 | 1, 499, 752 4h 
Obligations outstanding at start of year...............-.-.-.-.-------.-.-.- | 744, 154, 359 565, 806, § 
Le = 

Net obligations to be accounted for... .............-6.......42 2 2--e ccs! 1, 632, 609, 633 | 2, 065, 559, 03 

Less obligations outstanding at end of year_........-.-...-.--------------- 565, 806,573 | 625, 606, 50 


mis 
pre 
eac 





Net expenditures general and special accounts (excluding working | 
bene ee ahaa Rhee narmne mi ebendipakunseih eine 1, 066, 803, 060 | 1, 439, 952, 5 


Working fund advances to other agencies: 





































Tenn NGOS CITI cs oc ocacanvtiadenadaeecsndccacaceasans 12, 206, 592 | Op 
Savences Hom ABO spgropristion......... -ccsncscscccsccesececenes ace 12, 830, 890 25, 498, 534 
| | a 
ee Gy IG Fn in ain een stiscneescnccaiudn ce eis 25, 037, 482 25, 408, 53 n 
Obligations outstanding at start of year_........-.--------------------- 23, 794,690 | 15, 266, 07 pal 
Net obligations to be accounted for.....-.....-.---.---------------.- | 48, 832, 172 40, 764, 61 ml 
Less obligations outstanding at end of year_..-....-....--.---------------- | 15, 266, 074 13, 514,14 pl 
paar tas cae int 
ee eee 33, 566, 098 27, 250, 4 fi 
Net expenditures, general and special accounts, including working funds..| 1, 100, 369,158 | 1, 467, 203,00 Ki 
> W: 
pr 
RECONCILIATION OF COSTS TO OBLIGATIONS ) 
The estimates for ‘‘Operating expenses’”’ of the Commission are stated in terms p, 
of accrued costs for each program with total costs reconciled to obligations by aa ¢), 
showing of changes in unapplied resources. The accrued costs shown for cacli 
program denote the actual usage of labor, materials and services during the fiscal 
year and therefore reflect more accurately the level of effort in each program, a4 m: 
compared to budget estimates based on obligations incurred during the period. 
The accrued costs do not include amounts for depreciation of facilities used ing ¢, 
the operation. The Commission does, however, maintain accounts for deprecit pr 
tion for the purpose of determining total costs of production and for use in estal- 
lishing the prices for services rendered or products sold to others. at 
The table on the following page shows a comparison of accrued costs by prograilg ay 
for the fiscal years 1954, 1955, and 1956 and a reconciliation of costs to obligations 


for each of these years. 
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Comparative summary of accrued operating costs by program reconciled to obligations 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1954 





Operating costs: | x | : 
Source and fissionable materials--_._..-..--- , 599, 302 | $674, 919, 000 
Weapons. - - eseuseses ‘ 218, 119, 230 226, 386, 000 
Reactor ¢ sniatee hidbabentods 87, 603,074 | 101,005, 000 
Physical research : aoe 38, 612, 424 40, 253, 000 
Biology and medicine-----...-- ae 24, 936, 611 27, 000, 600 
Community a aeneninhs ; Sih tatincne , 249, 802 — 2, 098, 000 
Program direction and administration. - -_- 33,455,211 | 33,353, 000 
Security investigations... -- ae 2, 592, 903 9, 580, 000 

Total operating costs_.......-.-- oe , 668, 953 |1, 110, 488, 000 

Adjustment of prior year costs_- ; , 604, 403 —4, 418, 000 

Increase (+) or decrease (—) in: | 
Inventories. ..-------- Mika ce , 243, 370 12, 080, 000 
Working capital and other adjustments- s ciatecdimminas cates —47, 035,443 | —17, 780,842 
Unliquidated obligations___- be otis 104, 796, 374 | —186, 876, 402 


Subtotal ee ; 888, 790, 917 913, 492, 756 
Reimbursable obligations- - : 7 = 468, 447 198, 000 


Total obligations for operating expenses- 889, 259, 364 913, 990, 756 


HIGHLIGHTS OF OPERATING PROGRAMS 


As shown on the preceding table, operating activities carried on by the Com- 
mission are grouped in terms of 5 major programs and 3 subsidiary or supporting 
programs. There follows a brief analysis of the estimated costs to be incurred for 
each of these operating programs. 


Operating costs 


1. Source and fissionable materials program.—The operating costs for the source 

and fissionable materials program are estimated at $947.5 million in 1956, com- 
pared with estimated 1955 costs of $674.9 million and actual 1954 costs of $417.6 
million. The production of source and fissionable materials begins with the ex- 
ploration for and procurement of uranium ore and concentrates, which are refined 
into feed materials for gaseous diffusion plants or reactors. The fissionable isotope 
uranium 235 is extracted in gaseous diffusion plants at Oak Ridge, Tenn., Paducah, 
Ky.,and Portsmouth, Ohio. Plutonium is synthesized in the reactors at Hanford, 
Wash., and Savannah River, 8. C. The amounts of these fissionable materials 
produced are the limiting factor in the production of atomic weapons. 
_ The substantially increased quantities of uranium concentrates to be procured 
In 1956 will include materials from such foreign sources as South Africa, Australia, 
Belgian Congo, and Canada. Domestic production of uranium concentrates in 
the Western States will continue to increase, as well as the recovery of byproduct 
uranium being undertaken by the domestic phosphate industry. 

As new facilities come into operation for the production of feed and fissionable 
materials, sharply increased output will be accompanied by lower unit processing 
costs. Development of new equipment and processes for each manufacturing 
step is aimed at still further increases in yield and improvements in the quality of 
products, 

2. Weapons program.—Operating costs for the weapons program are estimated 
at $271.1 million in 1956, compared with estimated 1955 costs of $226.4 million, 
and actual 1954 costs of $218.1 million. The weapons program includes the pro- 
duction of atomic weapons, the development, design, and testing of new weapon 
types, and the maintenance of stockpiled weapons in a state of constant readiness. 

eapon testing will continue at the test sites in Nevada and the Pacific islands, 
as developments may warrant. 

3. Reactor development program.—Operating costs for the reactor development 

program are estimated at $134.6 million in 1956 compared to estimated 1955 
costs of $101.1 million and actual 1954 costs of $87.6 million. 
_ Increased emphasis is being placed on advancing power-reactor technology, 
In order to assist industry ultimately to achieve large-scale generation of economic 
eectrical energy from atomic reactors. The rate of progress toward this objective 
Vill be accelerated in 1956. 

Research and development will be conducted on an increasing scale in 1956 on 
teactors to propel naval vessels and military aircraft and to meet military needs for 
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heat and power in remote areas. This research also provides information usef)) 
in the development of civilian-power reactors. : 

Work on specific reactor designs constitutes about 87 percent of the Scientific 
and technical effort in the reactor-development program. The remainder covers 
advanced engineering and development, applicable to many reactor designs, on 
reactor materials and components, systems for heat transfer, shielding, and chenj. 
cal processing: operation of the experimental facilities at the National Reactor 
Testing Station in Idaho; and conduct of schools of reactor technology for scientific 
and engineering personnel in both Government and industry and from foreign 
countries. 

4. Physical research program.—Operating costs for physical research are esti. 
mated at $45.7 million in 1956 compared with estimated 1955 costs of $403 
million and actual 1954 costs of $38.6 million. The physical-research program 
consists of theoretical and experimental investigations required to support both 
the Commission’s immediate and longer-range objectives for utilizing nuclear 
energy. Every advance achieved in the past can be traced back to similar 
laboratory investigations. In the atomic-energy program research plays a 
relatively more important role than in other industrial operations of comparable 
size. The phemomena dealt with are close to the frontiers of science. Unusual 
materials are employed, and their nuclear as well as their chemical and physica] 
properties must be determined. The temperatures and radiation densities at 
which these materials are used are outside the range of previous experience ip 
industrial technology. 

Research is carried on both by Commission laboratories and by some 100 
universities and other independent institutes. In support of research activities, 
the program provides several services including the distribution of radioisotopes, 
stable isotopes, and other controlled materials: and pile irradiations. 

5. Biology and medicine program.—Operating costs for biology and medicine 
are estimated at $27 million for 1956, compared with estimated costs of $27 
million in 1955 and actual costs of $24.9 million in 1954. Primary program em- 
phasis will continue to be placed on the protection of the health and safety of 
atomic energy plant workers and the general populace from the hazards of atomic- 
energy operations. Program direction will be influenced by factors developed in 
increased production activities and the trend toward power applications. Tech- 
nical guidance and standards will continue to be furnished for the safety and 
health aspects of production and weapon test activities. Close liaison will con- 
tinue to be maintained with the Federal Civil Defense Administration as well as 
with other agencies performing functions interrelated with Commission biomedical 
interests. 

6. Community operations.—The Commission operates under contract the com- 
munities of Los Alamos, N. Mex., Oak Ridge, Tenn., and Richland, Wash., and 
provides limited housing services at Sandia, N. Mex., and in the uranium mining 
area. Despite continuing population increases the estimates for fiscal year 156 
and fiscal year 1955 and the actual for fiscal year 1954 reflect revenue in excess 
of operating costs. The net revenue for fiscal year 1956 is estimated to be $22 
million compared with $2.1 million estimated for fiscal year 1955 and the actual 
fiscal year 1954 net revenue of $1.2 million. 

7. Program direction and administration —Under the general heading of pro- 
gram direction and administration are grouped together the salary costs and 
other expenses of Commission personnel engaged in general management, execu 
tive direction, and technical supervision of program operations; the negotiation 
and administration of contracts; and other related administrative activities. The 
corresponding costs for Commission personnel engaged in nonadministrative 
activities directly related to a specific program are included in that program, & 
for example, personnel safeguarding fissionable material shipments or providing 
fire protection for a community. Expenses of personnel and travel of other 
Government agencies doing work for the Commission under working fund, ad- 
vances are treated as contractual services, are not included in the AEC detail ol 
personal services and travel, and are not included in limitation amounts. : 

The Commission administers its widely scattered operations through te 
Washington headquarters office, 10 operations offices and 15 area offices. I oe 
mated costs of $33.2 million will be incurred in 1956 for program direction an¢ 
administration, compared with estimated 1955 costs of $33.4 million and actual 
1954 costs of $33.5 million. These costs in 1956 would represent 2.3 percent of 
total operating costs, compared with an estimated 3.8 percent in 1955 and 4.0 
percent in 1954. ? — 

8. Security investigations—Estimated costs of security investigations in 190° 
are $5.7 million, compared with estimated 1955 costs of $9.6 million and actu 
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1954 costs. of $12.6 million. Under provisions of the Atomic Energy Act persons 
to be employed on work involving access to restricted data are required to be 
cleared for security purposes based on investigations by the Civil Service Com- 
mission or the Federal Bureau of Investigation. 

9. In addition to the operating eosts, obligational requirements are affected 
hy changes in unapplied resources as follows: 

“‘a) Inventories: In fiscal year 1956 an increase in inventories of $14.5 million 
will be required to support new facilities coming into operation. This compares 
with an increase of $12.1 million in 1955 and a deerease of $4.2 million in 1954. 
The total value of inventories as of June 30, 1956, is estimated at $115.1 million. 

b) Working capital: It is estimated that the net balance of assets less liabilities, 
other than inventories, will decrease by $9.9 million during the fiscal year 1956. 
This reduction compares with an estimated decrease of $17.8 million in 1955 and 
an actual decrease of $47 million in 1954. It is estimated that by June 30, 1956, 
liabilities will exceed assets by $61 million. 

c) Unliquidated obligations: The estimates provide for an inerease during 1956 
in the level of outstanding contracts, orders, etc. of $58 million. This compares 
te an estimated decrease of $186.9 million in 1955 and an aetual inerease in 1954 
of $104.8 million. The net decrease in 1955 is the result of a change in poliey 
with regard to the method of financing contracts for the operation of Commission- 
owned facilities. The level of outstanding obligations at June 30, 1956 is 
estimated at $639.1 million. 


Mr. Ranaut. Mr. Fields, will you please proceed. 


SOURCE AND FIssIOoNABLE MATERIALS PROGRAM 


Mr. Fretps. Mr. Chairman, I would suggest that we turn to 
page 21. Pages 13, 14, and 15 relate to proposed language changes 
which I would recommend we come back to after we have gone 
through the details of the budget. 

If you would turn to page 21, I would recommend that pages 21 
and 22 now be inserted in the record. 

Mr. Ranaut. They will be inserted in the record at this point. 

(The information referred to follows:) 


SourRCcH AND FIssIONABLE MATERIALS PROGRAM—OPERATING Costs 


Program statement 
Estimate, fiscal year 1956 she - $947, 458, 000 
Estimate, fiscal year 1955 _. 674, 919, 000 


272, 539, 000 


Summary of estimates by category 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiseal year 
1954 1955 1956 


retail 


|. Procurement and production $380, 707, 534 | $636, 527,000 $910, 678, 000 
2. Process development 36,891,768 | 38, 392,000 | 36, 780, 000 
| 


Total source and fissionable materials program 417, 599, 302 674,919,000 | 947, 458, 000 


JUSTIFICATION OF CATEGORIES 


|. Procurement and production, $910,678,000 


These funds will provide for (1) the obtaining of uranium ore and ore concen- 
tates from foreign and domestic sources to meet the requirements for fissionable 
materials for weapons production, the development of reactors and for research 
purposes; (2) the refining and conversion of uranium ores and concentrates to the 
on used as a feed for the reactors and gaseous diffusion plants; (3) the operat ion 
t production facilities at Oak Ridge, Tenn., Padueah, Ky., Portsmouth, Ohio, 
fnald, Ohio, St. Louis, Mo., Hanford, Wash., and Savannah River, S. C.; and 
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(4) the production of certain other strategic materials which are required in cop. 
nection with the atomic energy program _ The increase in this category can bp 
attributed to the following factors: (1) Increased procurement of uranium: (9 
increased metal and feed requirements; and (3) operation of new and established 
facilities to produce increased quantities of fissionable materials and Special 
products. 

2. Process development, $36,780,000 


These funds will provide for (1) the development of methods to increase the 
production capacity of feed plants; (2) the undertaking of special studies of g 
general nature which are required in the atomic energy program, including studies 
relative to the separation of isotopes other than uranium; and (3) process develop. 
ments to improve the efficiency and economy of the fissionable materials and 
special products production operations. This development program is the 
principal means by which the unit costs of fissionable materials have been reducod 
in the past Continued effort in the future should continue to yield returns 
greatly in excess of program costs. The decreased cost in fiscal year 1956 is the 
result of deemphasis on certain development studies and shifts to others resulting 
in less man-hours than were formerly required. 


Mr. Freups. This estimate covers the source and _fissionable 
materials program, the operating cost therefor, in the amount of 
$947 458,000 which is an increase over fiscal year 1955 of $272,539,000, 
These are actually two programs which are combined here in this 
unclassified statement for security reasons. They provide the broad 
base of the weapons program and programs for the development of 
power from atomic energy. It has been the fundamental policy of 
the Commission to maximize the procurement of ores and the pro- 
duction of fissionable materials consistent with economy and efficiency. 
To this end, we have developed new sources of ore at home and 
abroad, and have increased the capacity of fissionable production 
plants by process improvements and by expansion. The increase in 
amount is due entirely to greater quantities at lower costs. 


If you would turn to page 
Mr. Rasaut. Before you leave page 21, do you feel today that 


your 1955 estimate of $675 million will turn out to be your actual 
requirement? 

Mr. Fietps. I think it will come very close to being our actual 
requirement, sir. At this stage, we may underrun it slightly but as 
far as we can see it is a close approximation as to what our estimated 
costs will be. 

Mr. Rasaut. Last year you indicated an intention to spend $740 
million. You now estimate you will spend almost $675 million. 

Mr. Freips. We may miss it as much as $10 million or $20 million. 

Mr. McCarrny. The change in the 1955 estimate as projected, 
as Mr. Fields mentioned, was the result of a change in program 
stemming from the weapons test. We are well along in the year now. 


PROSPECTING FOR URANIUM 


Mr. Rasaut. Would you care to discuss briefly what help the 
numerous amateur uranium seekers are giving you? 

Mr. Frexps. I puzzle over the word “amateur” in attempting t 
answer that. 

Mr. Rasaut. I mean the new ones. I do not necessarily meal 
that they are all amateurs. 

Mr. Freips. We have an increased activity in the search for 
uranium, and it has paid off. Perhaps I could ask Mr. Johnson, who 
is the Director of our Raw Materials Division, to answer that. 
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Mr. Joanson. The public interest in uranium prospecting has 
eatly increased, and, in part, the increase in available ore has been 
ie to some few very rich strikes by people with very little previous 


kperience certainly in uranium prospecting, and, in one case, with 


=>? 
experience in prospecting of any kind. : 
Among all of the prospectors in the uranium business today, I 
esume it might be said that, if not amateurs, their experience has 
n very recent, and yet they have been responsible, to a very large 
tent, for the extension of our uranium operations far beyond the 
iinal Colorado Plateau area which was the only producer of the 


ative uranium ores in the past. 


The first discovery in New Mexico, where we now have the largest 
posit in the United States, was made by a Navaho Indian who was 
tracted by the yellow color of a rock and heard about uranium and 
ok it into a local merchant. ‘That led to the development of the 
st operation in New Mexico. 

The discoveries in Texas recently, in the State of Washington, in 
yoming and in the Dakotas have been made by people probably 
uving some previous experience in prospecting in some cases. But, 
r the most part they are people who have become interested in 
anium after our program began about 7 years ago. 

Mr. Ranaut. What do you have to insert after page 21? 

Mr. Fietps. Pages 21 and 22 are unclassified versions of information 
vered on the following classified pages, which would be taken up in 
tail, ; 

Mr. Rasaut. Mr. Fields, please proceed. 


RAW MATERIALS PROGRAM 


Mr. Fretps. If you will turn your attention now to page 23, sir, 
at is classified but I do have an unclassified statement which I could 
pert in the record, or I could proceed right now with the raw materials 
gram. 

Mr. Ranaut. Tell us something about the raw materials program. 
Mr. Fretps. The progress which has been made in increasing the 
ation’s uranium supply is noteworthy. 

The procurement picture continues to improve year by year. 
ertheless, there is still a need for even greater quantities of 
uum. From the beginning of the atomic energy program through 
)3, the Shinkolobwe mine in the Belgian Congo was the principal 
uree of the uranium supply. This situation is now changed as a 
ult of the aggressive measures which have been taken to develop 
lr sources, with special emphasis concentrated on developing our 
m domestic resources. 

Along with the rapid growth of uranium production in this country, 
luetion will also be increased in Canada. The most promising 
W field discovered in Canada lies in the Blind River area where 
te are large tonnages of uranium which, while of relatively low 
ule, can be economically mined and treated on a large scale. 
‘Xploration activity in Canada continues at a high rate. These 
tivities should result in the continued discovery of new uranium 
“sits and possibly new uranium-bearing ores. Discoveries al- 
uly made give assurance that Canada will be a major uranium 
ducer for many years. The combination of domestic and Cana- 
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dian uranium production would have special significance in the eyep; 
of an emergency which might restrict us to supplies available on the 
North American Continent. However, a significant portion of oy 
uranium supply will continue to come from overseas sources. 

The Belgian Congo will continue to be an important source with g 
continuation of the present level of production anticipated. 

In South Africa, production continues to increase at a rapid rate as 
more and more of the total of 15 plants authorized come into prod. 
tion. At the end of 1955 approximately 12 plants will be in operation 
and the remainder will be completed in Seentanen 1956. 

This may be compared with the situation at the end of fiseal yea; 
1954, when only 6 were in operation. Some of the newer plants wil 
not reach full produetion status until fiscal 1957. In addition 
these major sources of supply, we are also counting on lesser amount 
of shipments from Australia and Portugal. 

The foregoing is reflected in our 1956 budget, being rather sub 
stantial inerease over the 1955 level in both tonnages and total cost 

Now we go to the classified section of raw materials. That is of 
page 23. At this point, I should like to go off the record. 


Fripay, May 27, 1955. 
FUNDS REQUIRED FOR 1956 PROGRAM 


Mr. Rasaut. The subcommittee will come to order. 

We will turn back, and take up with General Fields, the Genera 
Manager of the Atomic Energy Commission, this item on page 2 0 
funds required for the 1956 program. 

We talked about this matter yesterday, and I thought it was on the 
record. However, only part of the discussion is on the record, and 
think for the benefit of the record we might talk about it this morning 

There is an unobligated balance there of $481.4 million for plan 
and equipment. This is under funds required for the 1956 program 
It sets forth an unobligated balance available for 1956 in the sum 0 
$481.4 million for plant and equipment. 

In the succeeding line there is a proposed transfer between appre 
priations of $220.8 million. This is a transfer from money which wai 
not expended? 

Mr. Frextps. That is correct. : 

Mr. Rasavt. In other words, the unobligated balance of $481.4 mil 
lion is money which has been retained because of not proceeding wit 
all of the obligations which were scheduled to take place when thi 
money was obtained? v 

Mr. Fretps. Plus some savings from the estimates, the origi 
estimates. , 

Mr. Rasavut. The proposal now is to transfer $220.8 million ou 
of that fund? 

Mr. Frexps. To apply against our request. 

Mr. Rapavt. To apply against your request for operating expens® 

Mr. Frevps. Yes, sir. That is for 1956. 

Mr. Rasavur. Further down here, you have funds available {0 
obligation for plant and equipment in the sum of $260.6 million,’ 
that correct? 
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\fr. Fre,ps. That is correct, sir. When we prepared this budget 
we prepared the operating budget and the plant and equipment 
budget concurrently. As you know, our plant and equipment budget 
must await the authorization by the Congress. 

Mr. Rasaut. There will be a new request but it has not come 
through as yet, though you have the money. 

Mr. Fretps. In the preparation of this budget, we were requesting 
that the $260 million be left for the plant and equipment request 
which we are coming forward with. 

Mr. Ranaut. In other words, this money is available though the 
legislative committee has not had time to act. 

‘Mr. Fretps. It is there. It is an unobligated balance, but our 
intention was that it would be applied against our new requests which 
will be here shortly. 

Mr. Rasaut. I understand, but it is an odd procedure. You have 
the money before you really have the legislative bill passed, for it is 
really not released at this time by the legislative committee. So 
naturally it is not before the Appropriations Committee, but the 
money 1s before the Appropriations Committee, with a request that 
we consider it for this purpose. 

Mr. Freups. Yes, sir. 

Mr. Rasaut. It is a carryover in your funds. 

Mr. Freups. Yes, sir, to carry over our funds, which we request we 
retain to apply against the plant and equipment request when it comes 
in to this committee. 

Mr. Rasaut. The committee will take this matter up when we go 
ito executive session. I just brought it up at this time so we would 


have it on the record. We discussed it yesterday at some length, but 
nly a small portion of the discussion was on the record. 


EXPANSION UNDER SUPPLEMENTAL APPROPRIATION ACT OF 1953 


In connection with the expanded program under the Supplemental 
Appropriation Act of 1953, you received $2,898,800,000 for plant and 
juipment, and the House took a strong position that this was too 
much. You have stated earlier that your surplus funds of $481 mil- 
ion this year arise primarily from the 1953 program. The committee 
edueced the sum for contingencies by $122 million last year, after the 
budget had already taken large amounts. 

How much of the $2,898,800,000 will not be required for that pro- 
fam now that the construction is almost complete? 

Mr. McCarruy. Going back to our total construction program, 
lr. Chairman, including the 1953 expansion appropriation—— 

Mr. Ranaut. Under these funds? 

Mr. McCarruy. Under the total funds appropriated to us under 

ant and equipment, we had given up through last year a total, as I 
call, of some $200 million or $300 million. 
| Mr. Ranaut. That is a lot of money, two or three hundred million 
bollars—which is it? 

Mr. McCarruy. I have not checked these figures. I thought I had 

lable here showing the totals. I have it by individual items, and I 
ight run down through them. 

For instance, for the Oak Ridge expansion there was an original esti- 
late, for which funds were appropriated, of $461 million. The esti- 


632405525 
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mate which we presently reflect in this budget is $260 million. |) 
other words, we have completed that plant at a savings of roughly 
$200 million. : 

Again, at Paducah we estimated that particular plant at $47 
million; and this was completed or will be completed at an estimate; 
cost of $445 million, for a saving there of some $25 million. 

Mr. Rasaut. How many of those have you there? 

Mr. McCarrny. We have all of these items. 

Mr. Rasaut. How many in number? 

Mr. McCartuy. There were about nine items in the expansion 
program, and some items which came up after that. I have a p. 
capitulation here now. 

r. Rasaut. How much does it show in total? 

Mr. McCarrtuy. It shows here that the original estimate for all of 
these projects amounted to $4,941 million. Our present estimate js 
that we will complete those jobs for $3,970 million. 

Mr. Rasavut. That is almost a billion dollars. 

Mr. McCarrny. Funds were declared surplus in both our 1954 and 
1955 appropriations; and the $481 million which you see here being 
carried over from 1955 to 1956 is the balance of those savings. 

Mr. Rasavut. The balance of this $1 billion? 

Mr. McCarruy. Yes, sir. 

Mr. Rasavut. What happened to the difference between this amount 
which is set forth here, and the $1 billion? 

Mr. McCarrny. They were declared as surplus in both the 1954 
and the 1955 appropriations acts, and credit taken for them in the 
1954 and 1955 appropriations acts against our new requirements. 

Mr. Rasavut. Were they returned or were they kept within the 
confines of the Commission? 

Mr. McCarruy. The plant and equipment appropriations ar 
available until expended, and we took credit for them against nev 
programs in both 1954 and 1955 in coming up with our new projects 
for each of the fiscal years. We came out with a program in 1955, as 
I recall our 1955 request to the committee, amounting to four hundred- 
odd-million dollars, of which we took credit for $290 million, resulting 
in @ new appropriation for 1955 of $110 million. 

Mr. Rasaut. These figures to which you are referring now were ill 
submitted in your justifications before the Appropriations Committee 
in the past 2 years? 

Mr. McCarruy. The 1954 and 1955 appropriations. 

Mr. Rasaut. Do you go back at all to the legislative committee 00 
these matters? 

Mr. McCarruy. On the reductions in cost, you mean? 

Mr. Razavt. For reappropriation of funds or for reuse of funds. 

Mr. McCarrtuy. No, sir. Not for reappropriation although we 
do need authorization for projects we will undertake from these funds 

Mr. Rapaut. Once you have obtained them, the only people who 
review these balances and their reappropriation is our committee: 

Mr. McCarruy. That is right. The language, of course, 1 the 
operating expense appropriation has a proposed provision in it wilt 
would transfer this $220 million to the operating expense appropl 
tion, and that would require action by this committee. 

Mr. Rasavut. That is right. 
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FISSIONABLE MATERIALS PROGRAM 


Now we are up to fissionable materials, and we will take a state- 
ment on that. 

Mr. Fietps. On page 31, we come next to the estimates of the 
operating cost for the fissionable materials program. This is the 
largest of the Commission’s programs in terms of capital outlay and 
operating costs. 

The estimate of fund requirements for the production of fissionable 
materials in fiscal year 1956 is approximately 40 percent greater than 
in 1955. This increase is accounted for primarily by the fact that in 
fiscal year 1956 we will have in operation virtually all of the new 
plants authorized under the expansion program—in Oak Ridge, 
Paducah, Portsmouth, Hanford, and Savannah River. It is ex- 
pected that production will increase substantially for nearly all 
products, while unit costs will be reduced. ba 

To briefly cover the main cost categories which make up the fission- 
able materials estimate, if you would turn to page 32 vou will see the 
different categories in which this program falls. 


FEED MATERIALS 


The first of the categories is feed materials. Although the produc- 
tion of U-235 and plutonium is ordinarily thought of in terms of 
gaseous diffusion plants and reactors, there is a large and complex 
production line called the feed materials chain leading up to and 
interconnecting these basic facilities. 

The additional demand for feed materials in all forms and all areas 
of fissionable materials production will involve increased costs in 1956 
over 1955. However, unit costs will be substantially reduced. 

Mr. Puriures. There is one important point we should ask about. 
Last year you estimated you would get up to a figure of $740 million. 
Do you remember that? How did you fall so far short? 

Mr. Fre,ps. What page are you on? 

Mr. Puiiurps. I am on page 31 of your justification, and page 
2549 of last year’s testimony. 

Mr. Fiztps. That is probably the entire source and fissionable 
materials program, and this is just the fissionable materials part of it. 
I believe that would be the difference here. 

Mr. Rasavt. All right. 


PRODUCTION OF URANIUM 285 


Mr. Fizxps. The next category covers the cost of production of 
uranium 235, and this is the largest single category of expense in this 
Program. It is in item 2 on page 32, sir. The major portion of the 

-235 cost estimate is required to purchase the large quantities of 
power used in our gaseous diffusion plants. The unit cost for power 
decreases considerably in 1956 because more permanent power will 
be available from new generators coming into operation. 


PRODUCTION OF PLUTONIUM 


. The next category is No. 3, for the production of plutonium. This 
item covers the operation of our reactors and separation facilities at 
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Hanford and Savannah River. In fiscal year 1956 we will witness thy 
first full year’s operation of the new reactors at those locations. As, 
consequence, there will take place a substantial increase over the 195; 
level in the production of this product, with a much lesser proportion. 
ate increase in costs resulting in a major reduction in unit costs. 

In this category, which we call startup and standby, is provision 
for the cost of training personnel and for other preoperational costs of 
new production facilities or reactivated facilities prior to the time that 
they actually go into regular production operations. It also provides 
for the maintenance cost of plants in a standby status. Startup costs 
in 1956 will be considerably less than in 1955. 

Mr. Rapavt. You have had a reduction on this all along. 

Mr. Fietps. We are getting out of the preoperational phase. 

Mr. Rasavut. Now you are down to $8 million. 

Mr. Fietps. That is because the plants are actually coming into 
operation, and you do not have the costs you have prior to getting 
into operation. 

PROCESS DEVELOPMENT 


Mr. Rasavut. The next item, ‘Process development.” 

Mr. Frevps. The next item is for the fissionable materials program, 
‘Process development.” 

Process development efforts are directed toward achieving greater 
and more economical production by improving existing production 
processes and designing better processes. Experience has shown that 
funds spent on process improvements are repaid many times through 
increased production and lower unit costs. The estimate for 1956 is 
slightly less than for 1955. 

Mr. Ranaut. That completes the items on this page. 

Mr. Puiuurps. I still think your estimate of expenditures in 195i 
was greater than the actual expenditure. 

On that basis, you see there is a difference there of about $65 million. 
Do you see what I mean? There is a reasonable question, | think, 
from the committee’s standpoint. 

You realize that you will be back here 12 months from now, ant 
we will be back here in January. So that while I am not inviting 
you to come back for more money, I am saying that in case of emer 
gency, we are here. 

Therefore, what assurance have we that the increase of $273 million 
between 1955 and 1956 is actually justified at the present time 
put into the budget? Are you sure now that you are going to be 
able to spend $947 million in the next fiscal year, or does your estimate 
include a cushion for safety in the hope that you will be able to spendit 
for needed material? Could we reduce that by a certain amoutt 
of money with the knowledge on your part that if the emergeny 
arose we would still be here? 

Mr. Fretps. This is based, insofar as I know, on an estimate with 
out large contingency items placed in it, and it is based on the amoulls 
of ores we expect to get and the fact that the plants will substantially 
all be in operation. That is the reason for this cost going up as it does 

Mr. Puttuies. You have two contingencies right there. One, tht! 
the plants actually will be in operation at the time you expect the! 
to be, which I do not think you have been very: successful in meetilf 
over the last 7 or 8 years, and that you will be able to get all of tht 
material you need and get into production. 
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Mr. Fretps. We have been getting better over the years. 

M. Parturrs. Do you still think you will need $947 million? 

Mr. Fretps. Yes, sir; we do. The plants are coming in quite well 
at this time, on the schedules which we predicted when this budget 
was made up, and we do not have any important slippages of which I 
am aware. 

We could give you the status of these plants in operation, if you 
would like, at this time, sir, That is, in more detail. 

Mr. Putturps. Let me make a note of it and see how we are on time. 
The chairman would like to move along. 


Weapons PRoGRAM 


Mr. Ranaut. At this point let us take up page 49, the ‘‘ Weapons 
program operating cost.”’ 

I note here the estimate for 1956 is $271,148,000, and the estimate 
for 1955 was $226,386,000, or an increase of $44,762,000—about 20 
ercent. 

Without objection, we will put this page in the record, and we would 
like a statement from you at this time. 

(P. 49 follows:) 


WEAPONS PROGRAM—OPERATING Costs 


Program statement 
Retimate; fiseal year PROG soci os 2 Leake. ele 2 a eee 
Estimate, fiscal year 1955 226, 386, 000 


LniéfOGRO co ho Be AS ais in ee Be ed 44, 762, 000 


The requested amount for fiscal year 1956 for the weapons program reflects 
the estimate of funds needed for the development, production, and testing of 
atomic weapons required to meet military needs. 

Research in a variety of subjects has continued to yield new developments 
applicable to weapons; these will be incorporated in the design of new and im- 
_— weapon models which will greatly enhance the capabilities of the Armed 
‘orces. The developmental effort will necessitate a continuation of weapons 
testing activities, which are essential to advancement in this field. The major 
portion of the increase in the fiscal year 1956 estimate is necessary as a result of 
increases in number of weapons scheduled for production. 


Mr. Rasaur. Off the record. 
(Discussion off the record.) 
Mr. Fieips. That completes my statement on the weapons pro- 


Reactor DEVELOPMENT PROGRAM 


Mr. Ranaut. We will take up now “Reactor development” on 
age 57. 

I notice in this program you have an estimated cost for fiscal 1956 
of $134,582,000, while the smount in 1955 was $101,095,000, an in- 
tease Of $33,487,000, or 33 percent. 

Without objection, we will put pages 57 through 71 in the record. 

(Pages 57 icant 71 follow:) 


Reactor DEVELOPMENT PROGRAM—OPERATING Costs 


Ba Program statement 
‘timate, fiscal year 1956 $134, 582, 000 
stimate, fiscal year 1955 101, 095, 000 


Increase 33, 487, 000 
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The most significant developments of the past year have been the enactment 
the Atomic Energy Act of 1954 and the intensification of industrial interest in the 
civilian power reactor program. In fiscal year 1956 it is the AEC objective ty 
continue the 5-year reactor program initiated in fiscal year 1954 and to accelerate 
the time when nuclear power will become economically competitive. 

The foundation on which the civilian power reactor program rests is the experi. 
mental 5-year program of reactor development which is predominantly Govyerp. 
ment financed and is being carried out mainly in the national laboratories. The 
experimental reactors, including a power breeder to be constructed as a part of 
this program, are not expected to be economic. They will provide technical jp. 
formation needed to design larger and more economical plants which private jp. 
dustry is expected to design and build, The 5-year program provides for the de. 
velopment of 5 distinct technological approaches. 

In addition, the Commission proposes during 1956 to initiate an acceleration of 
the reactor program in order to advance the time when nuclear power will become 
economically competitive. Under the acceleration program, the Commission will 
consider providing certain types of cooperation and assistance to those industria] 
companies willing to assume the risk of construction, ownership, and operation of 
power reactors designed to demonstrate the practical value of such facilities for 
industrial power. 

Research and development will be conducted on an increasing scale in 1956 on 
reactors to propel naval vessels and military aircraft and to meet military needs 
for heat and power in remote areas. This research also provides information 
useful in the development of civilian power reactors. 

Work on specific reactor designs constitutes about 87 percent of the scientific 
and technical effort in the reactor development program. The remainder 
covers advanced engineering and development, applicable to many reactor designs, 
on reactor materials and components, systems for heat transfer, shielding, and 
chemical processing; operation of the experimental facilities at the national 
reactor testing station in Idaho, and conduct of schools of reactor technology 
for scientific and engineering personnel in both Government and industry and 
from foreign countries. 


Summary of estimates by category 


Estimate, Estimate, 
Category Actual, fiscal fiscal year fiscal year 
year 1954 1955 1986 


. Civilian power reactor development $18, 974,600 | $25, 804, 000 
. Army power reactors 0 678, 000 
. Naval propulsion reactor program . 26, 498, 081 28, 270, 000 
. Aircraft propulsion reactor program 14, 572, 118 21, 575, 000 
. Special classified projects 7, 607, 638 6, 159, 000 
. Advanced engineering and development 12, 104, 427 12, 874, 000 
. Operation of service facilities 7, 846, 210 5, 735, 000 


Total reactor development program 1 87, 603, 074 | 1 101,095, 000 134, 582, 00 





1 Includes for comparability under category No. 3 in fiscal year 1954, $1,300,000 for work funded by the 
Department of the Navy, and category No. 5, $1,451,000 in fiscal year 1954 and $3,588,000 in fiscal year 1985 
previously budgeted under other programs. 


JUSTIFICATION OF CATEGORIES 


1. Civilian power reactor development, $35,430,000 


The foundation of the national effort toward the objective of large-scale gener 
tion of economic electrical power from atomic energy is the 5-year program of 
power reactor development initiated in fiscal year 1954. This program provides 
for development of five distinct reactor types. The specific reactor desist 
presently included in the program are not expected to produce economically 
competitive power but will provide the technical knowledge and experience needed 
to design larger and more economical plants. During fiscal year 1956 it is expect 
that two of these reactor experiments (sodium reactor experiment and homoge 
eous reactor experiment), will be placed in operation; the third reactor (boiling 
water experiment) will be in the final stages of assembly; construction of th 
fourth reactor (pressurized water reactor) will be well underway; and constructid 
of the fifth reactor (experimental breeder reactor No. 2) will be initiated. 

The national interest requires that the 1954 plan for developing nuclear pove 
technology be accelerated. The Atomic Energy Commission proposes to initist 
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such a program in fiseal year 1956. The above estimate of $35,430,000 provides 
$10 million for cost to be incurred in fiscal year 1956 to expand the engineering 
development on nuclear power reactors and to advance the time when nuclear 
power will become economically competitive. It is expected that these funds 
will be used to assist industry in such a program and to expand the Atomic 
Energy Commission programs which promise to contribute most to further prog- 
ress in power reactor technology. ~ ty sical, 

(a) Pressurized water reactor: Fiscal year 1955, $9,4 75,000; fiscal year 1956, 
§7,500,000.—The pressurized water reactor (PWR) project was started in fiscal 
vear 1954 in order to permit a major advance toward realization of civilian nuclear 
power. In response to invitations by the Commission to utility and industrial 
groups to participate in and make contributions to this project, the proposal sub- 
mitted by Duquesne Light Co. of Pittsburgh, was the most favorable to the Gov- 
ernment and the Atomic Energy Commission entered into an agreement with this 
company. Westinghouse Electric Corp. is the Commission’s principal contractor 
for the design, development, and construction of the reactor portion of the plant. 
The reactor is expected to generate sufficient heat to produce a minimum of 60,000 
kilowatts of salable electricity in addition to meeting the electricity requirements 
of the plant itself. Duquesne’s participation will include furnishing a site for the 
ntire project; building and operating a new electric generating plant; operating 
the reactor part of the plant, and assuming $5 million of the cost of design, develop- 
ment, and construction of the reactor portion of the plant. Including revenues 
from the sale of steam generated by the reactor, the Duquesne participation is 
xpected to reduce by an estimated $30 million the expenditure the Government 
rould have to make during the period of construction and 5 years of operation if 
it undertook the full cost of the project. The site selected for the pressurized 
vater reactor is on the Ohio River at Shippingport, Pa., 25 miles from Pittsburgh. 

In fiseal year 1956 construction of this plant will be well underway. Some of 
he major items of equipment of the primary plant and the steam plant will be 
delivered and their installation started. Orders will be placed for all components 
‘hich have not previously been ordered. The most critical item is the reactor 
‘ore. The effort on an expanded element development program will be intensi- 
ed. Critical experiments to develop the characteristics of the selected types from 
1 physics standpoint will be conducted. An expanded effort to develop improved 
ontrol mechanisms will also be carried out. Although not all of the problems can 
- anticipated, it is now expected that the experimental and theoretical nuclear 
tudies will be at the stage where fabrication of the selected core can be started, 
‘he design of the site fuel-handling facilities will be completed and construction 
pf these facilities will commence. 

The fiscal year 1956 research and development estimate is made up of the fol- 
owing major cost categories: 


ore design, reactor physics and experiments___.._......--------- $2, 730, 000 
I i tesla Ninth 2, 270, 000 
rient eomposente teverommene. oo oo eee 1, 350, 000 
Development of overall plant control (instrumentation, etc.) --_--_-- 1, 150, 000 


LR pA EPR RRETRECK S46 Ad EOS CAE RRA RACE 7, 500, 000 


(b) Boiling water reactor: fiscal year 1955, $3,817,000; fiscal year 1956, 
4,500,000.—This activity is focused on the assembly of a boiling water experi- 
ental reactor designed to generate 5,000 kilowatts of electricity using steam 
ormed in the reactor core and development work applicable to full-scale central 
tation power reactors. The experiment is scheduled for operation early in fiscal 
ear 1957. The major portion of the reactor-plant cost will be incurred during 
seal year 1956. The funds requested for this activity in fiscal year 1956 are 
ased upon the following estimates: 


onstruction of boiling water experimental reactor plant__-_------- $2, 210, 000 
Development and design of boiling water experimental reactor____-_ 610, 000 
uel element development in connection with full-scale reactors_ _—- 500, 000 
pesign and evaluation of fuel alloys which are corrosion resistant in 
high-temperature water and can be fabricated for use in water- 
ol. an mppeanernT ane: 600, 000 
poiling Investigations including heat transfer, fluid flow, scale de- 

NN ioe, ala ain wai wll Dia des naka 450, 000 
Fan ea hs cicachlne, das buensieiinaies 130, 000 













I a a se ec ssi a Baca huss ck aca on md age oa 4, 500, 000 
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(c) Homogeneous reactor: fiscal year 1955, $6,600,000; fiscal year 1956 
$7,200,000.—The homogeneous reactor experiment No. 2 (or homogeneous reapto, 
test) is an integral part of this program and will be completed and placed jp 
operation about.the middle of fiscal year 1956. The total estimated cost of the 
reactor experiment is $1,825,000. The continuing laboratory development pro. 
gram will center around operation of the homogeneous reactor experiment No, ? 
and its associated chemical pilot plant. It is expected that progress made jn thp 
design studies, chemical problems, and reactor physics will permit plans to be 
formulated during fiscal year 1956 for modifications and improvements in the 
homogeneous reactor experiment No. 2 and for making very specific plans regarding 
the next scale homogeneous reactor powerplant. Some of the components of g 
large scale reactor will be available for testing and performance studies. The 
development program will be conducted in preparation for construction of g 
larger scale reactor with components generally suitable for a full scale plant. 

Details of the estimates are as follows: 


Item 


Fiscal year | Fiscal year 
1955 1956 


Laboratory research and development. $5, 265, 000 | $6, 360, 000 
Design, fabrication, and installation of homogeneous reactor experiment | 
1, 335, 000 490, 000 
0 | 


No. 
Operation of homogeneous reactor experiment No. 2...-.-------.-.---------- 350, 000 


7, 200, 00 


6, 600, 000 | 


(d) Fast power breeder reactor: Fiscal year 1955, $3,660,000; fiscal year 195%. 
$4,130,000.—The intensive program of research and development on basic 
elements of the design of fast reactor systems will reach a point of major decision 
in fiscal year 1956. All major operations of the plant should be demonstrated 
including the reactor and appurtenances, the fuel process-fabrication cycle, the 
liquid metal system components, and the special power cycle components peculiar 
to the plant. The engineering specifications for these units will be essentially 
completed. Necessary nuclear engineering data will be obtained from the fast 
critical assembly. The recovery process will be demonstrated and an integrated 
cycle will be simulated. The fuel process requirements should be established. 
The increase of approximately $500,000 over fiscal year 1955 is for increased 
attention to large scale components experiments essential to the fast breeder 
reactor program. The estimate for fiscal year 1956 is based upon the following: 


Engineering design and development of experimental breeder reactor 
Y $3, 100, 000 


Development of experimental breeder reactor No. 2 components, 
including mock-ups and testing 855, 000 
Te SE BING ik aiid 6 oni in cnet dh ttedaknteds 620, 000 
WN icicle a Kin te ss SN Pe Es eed ie dG 505, 000 
Other engineering design and development work , 120, 000 


Reactor fuel development, fabrication and tests of fuel elements- - - - 500, 000 


Structural materials development th a 
355, Of 


Chemical processing 
b 4, 130, 000 


(e) Sodium graphite reactor: Fiscal year 1955, $2,252,000; fiscal year 199, 
$2,100,000.—This program is being carried out in accordance with terms of 8 
contract between the Commission and North American Aviation, Inc., whereby 
the company contributes approximately 25 percent of the total cost. The tots 
estimated cost of this project for the term of the contract (fiscal year 1954 throws! 
fiscal year 1958), including fabrication of the reactor experiment is $10 million, 
of which North American Aviation, Inc. will provide $2,500,000, including art 
essary capital expenditures. The bulk of the North American Aviation capi 
cost will be incurred in fiscal year 1955. The program centers around design 
assembly, and operation of a sodium reactor experiment (SRE) which Is sched: 
uled to be completed and placed in operation in fiscal year 1956. The total oo 
of fabrication and associated equipment of the reactor experiment is $3,500, 000, 
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of which it is estimated that half will occur in fiscal year 1955 and half in fiscal 
vear 1956. The estimates for fiscal year 1955 and fiscal year 1956 are as follows: 


| Fiscal year Fiscal year 
1955 


Research, design, and development..............-.--.------------------- $1, 597, 000 | 
SRE fabrication costs, including NAA capital expenditures 1, 876, 000 | 





3, 473, 000 
NAA cost... 1, 221, 000 | 
AEC cost 2, 252, 000 | 





f) Power reactors acceleration program: Fiscal year 1955, 0; fiscal year 1956, $10 
nillion—In addition to the development of reactors under the 5-year power re- 
actor development program, the Commission proposes during fiscal vear 1956 to 
initiate an accelerated reactor program to bring private resources into the develop- 
ment of engineering information on the performance of nuclear power reactors and 
to expand the atomic energy programs which promise to contribute most to further 
progress in power reactor technology. Under this program, the Commission will 
consider providing certain types of cooperation and assistance to those industrial 
companies willing to assume the risk of construction, ownership, and operation of 
power reactors designed to demonstrate the practical value of such facilities for 
industrial power. 

iThe types of assistance which would be provided are: 

(a) waiving the established charges for loan of source and special nuclear 
material for a period of 7 vears; 
(b) performing in AEC laboratories without charge mutually agreed upon 
research and development; and 
(c) entering into research and development contracts for the technical and 
economic information resulting from development, construction and operation 
of power demonstration reactors. 
The assistance to be given will be determined upon competitive evaluation of 
proposals. Owners will be charged for all AEC-loaned materials which will be 
consumed in the course of the project and will be paid a fair price for all special 
nuclear material produced. It is expected that knowledge and experience obtained 
through these projects will contribute substantially to the reduction in costs and 
improvement in efficieney of future plants of similar design concepts. Information 
obtained will be distributed as appropriate by the AEC to private and public 
organizations. 

For this program, the budget provides $50 million under the “Operating ex- 
penses’’ appropriation for obligations in 1956. It is estimated that costs to be 
incurred during 1956 will amount to $10 million, the balance being included in 
unpaid obligations at the end of fiscal year 1956. 


2. Army power reactors, $2,100,000 


The objective of this program is to establish the feasibility of using nuclear 
plants to fulfill power requirements in relatively inaccessible areas of military 
operations. The Department of Defense has advised that a military requirement 
exists for the development of such nuclear power plants and that emphasis should 
be placed on air transportability. The initial cost of a nuclear powerplant is 
expected to be offset by the freedom from conventional fuels, savings in logistic 
effort, and reduction in manpower requirements. 

In order to meet the objective of this program a number of reactor concepts 
potentially important in fulfilling definite military requirements must be in- 
vestigated and developed. 

The first step in this program is the construction of the Army package power 
reactor (APPR-1). This plant will employ a pressurized-water reactor. APPR-L 
design parameters were dictated by the ability of pressurized-water reactors to 
satisfy a significant portion of the military needs with minimum development. 
An evaluation of several other reactor types in terms of size, simplicity, long life, 
and degree of mobility desired in military land-based plants is planned in fiscal 
year 1956. Extrapolations of design criteria and component tests to regions of 
Interest will be conducted on the boiling heterogeneous and gas-cooled reactor 
Principles. Experimental developments of the promising homogeneous boiling 
reactor are included in the program as well as studies to encourage radically new 
low power reactor concepts. 
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Further development of principles characteristic of pressurized-water reacto, 
for military use will continue significantly into fiscal year 1956. These develop. 
ments and experiments include fuel element processing and fabrication, materiajs 
evaluation, and testing of an APPR-type core to verify safety features of th. 
design since construction is to be adjacent to a populated area. “§ 

The extent of industrial interest in the APPR project, evidenced by the number 
of proposals submitted, has increased in turn the interest in the program on the 
part of other military services, which will receive benefits through the increased 
activity specified above. 

All of the activities being considered will add to the technology required for 
the civilian as well as the military power programs. Funds required in figcg| 
year 1956 are estimated as follows: 


eee 


Fiscal year | Fiscal year 


I I a i Ba it en are ce lrnisas coukugundeedindt | $55, 000 | $178, 00 
Low-power reactors...........------- eee i ee ee 150, 000 472. 000 
Gas-cooled systems 100, 000 | 500, (XW 
Pressurized-water systems : 373, 000 | 950, 00 


678, 000 2, 100, On 


3. Naval propulsion reactor program, $34,268,000 

This category contains development programs for specific reactors for naval 
propulsion plants. These projects constitute a program by the Atomic Energy 
Commission and the Department of the Navy. This program is recognized as 
an important accelerating influence in the practical development of all nuclear 
plants. 

There are two projects in the initial program, the submarine thermal reactor 
(STR) and the submarine intermediate reactor (SIR). A prototype of the STR 
(mark I) has been operating radioactively at the National Reactor Test Station 
in Idaho for well over a vear. A second STR (mark IT) has been installed in the 
U.S. 8. Nautilus and is being operationally tested. The SIR prototype (mark A 
has been completed at West Milton, N. Y., and is soon to start nonradioactive 
test. A second SIR (mark B) is being produced for installation in the U. 8.8 
Sea Wolf, now under construction. 

The increased fund requirements in fiscal year 1956 are primarily the result of 
initiating new projects in addition to accelerating the development work which 
is already underway on an advanced nuclear powerplant for a submarine, in order 
to provide the Navy with nuclear powerplants having a wide range of power 
output and which can be adapted to those naval vessels for which nuclear power 
is desirable. 

The estimates are based on the following development items: 


| 


Fiscal year | Fiscal year 
1955 | 1986 


Research and development on the initial projects (STR and SIR)... $14, 699, 000 | $9, 950,00 
Operation of experimental prototypes (STR and SIR)_-- 5,029,000 | 5, 02%, on) 
Fuel fabrication for experimental prototype reactors (STR picepante 2, 454,000 | 3, 794,000 


Research and development on new projects_.--.---------- Aa 6, 088, 000 | 14, 545, 000 
Fuel fabrication for experimental prototype reactors (new projects) 0 950, OU 


———— 


28, 270, 000 | 34, 268, 00 


4 Aircraft propulsion reactor program, $37,900,000 

The aircraft propulsion reactor program is directed toward the fabrication and 
testing of nuclear reactors suitable for use in an aircraft propulsion syste! 
Research and development on other components of the propulsion system ' 
covered by Air Force contracts. 

The fiscal year 1956 estimate provides for increased emphasis on the research 
and development program, the fabrication of major experiments, and initiatiol 
of operation of the ground test facilities at the National Reactor Testing 5tatlo. 


5. Special classified projects, $7,200,000 7 
Justification for these projects is contained on classified pages 82 through ». 
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6. Advanced engineering and development, $11,950,000 


Advanced engineering and development is comprised of the accumulation of 
engineering data and development work to support all reactor projects. Although 
the problems being solved are specific, the applications are not. Broad reactor 
engineering techniques are developed so that the solution to any particular prob- 
jem is obtained directly or through interpolation or extrapolation of developed 
information. This work is done approximately half in national laboratories and 
half in universities, engineering institutions, other Government agencies and 
industry. : | 

Specific reactor projects are, in general, an outgrowth of general development 
work. Major features of each current specific project resulted from such work 
done in the past. A healthy long-range reactor development program requires 
that new ideas, materials, components, and processes be continually investigated, 
that advanced reactor designs be conceived and evaluated, and that associated 
facilities such as those for fuel fabrication, chemical processing, and waste treat- 
ment are feasible from an engineering standpoint. 

The work in this category covers the whole field of sciences and engineering 
implied by the foregoing needs. In addition, there is a steady effort aimed at 
reducing costs of materials, of fabricated components, and of processing. The 
work is primarily applied engineering rather than basic engineering and the 
program attempts to strike a proper balance between immediate problems and the 
long-range problems associated with advanced concepts. 

Primary emphasis in fiscal year 1956 will be placed on the development of new 
and improved materials for reactor components, particularly fuel elements, the 
development of new chemical processes for the separation of uranium, plutonium, 
and fission products from irradiated fuel elements, and core tests. Major atten- 
tion will be given to the problems associated with the control and safety of nuclear 
reactors and the effects of radiations on primary reactor components. Attention 
will be given to component work related to the improvement of existing produc- 
tion facilities and to specific researches of particular interest to the development 
of industrial power reactors. Work will continue in the fields of sanitary engineer- 
ing, fission products utilization, heat transfer, waste treatment process develop- 
ment, nuclear properties, measurements, and the design and evaluation of ad- 
vanced reactor concepts. 


7. Operation of service facilities, $5,734,000 

This category of items provides for the development of radiation damage data 
on materials, reclaiming fissionable materials from spent reactor fuels, provision of 
services at the National Reactor Testing Station to isolated experimental facilities, 
training of design and operating engineers in the field of reactor technology, 
standby costs of special production facilities, and protection of highly classified 
shipments originating in or passing through Chicago. 

(a) Materials testing reactor—operation: Fiscal year 1955, $2,460,000; fiscal 
year 1956, $2,500,000.—The materials testing reactor is operated at the National 
Reactor Testing Station as a testing, research and development tool for deter- 
mining the effect of neutron irradistions on materials, for producing transmutation 
products, and for performance studies of this new type reactor. The estimated 
gtoss cost of operating the reactor in fiscal year 1956 is $8,087,000. Based on 
previous experience it is estimated that work done for other accounts and resulting 
~ po this account will amount to $587,000, leaving a net budgeted cost of 
$2,500,000. 

The number of experiments that are simultaneously being irradiated in the 
reactor has increased rapidly since startup with nearly all available reactor posi- 
tions in the high flux areas now filled. During fiscal year 1956 operations will be 
continued approximately at capacity, and it is expected that the trend toward 
more complex experiments will continue. 

(b) Chemical processing plant—operation: Fiscal year 1956, $266,000; fiscal 
year 1956, $316,000.—The chemical processing plant at the National Reactor 
Testing Station will continue operations in fiscal year 1956 to recover enriched 
uranium from irradiated fuel elements. The total estimated cost of operating the 
Plant in fiscal year 1956 is $3,538,000. Of this total, costs of $3,222,000 are appli- 
cable to and are budgeted under other accounts. The amount of $316,000 repre- 
sents the net cost chargeable to this aecount and provides for the uranium re- 
covery from fuel elements from other than production reactors. 

(c) National reactor testing station—operation: Fiscal year 1955, $2,416,000; 
fiscal year 1956, $2,420,000.—This is a continuing activity and provides for the 
het cost of operation of the central services and facilities at the National Reactor 
Testing Station which are required in support of the technical plants and experi- 
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ments at the station. Central services include stationwide security, hegjt) 
physics, fire protection, communications, medical and safety services, technica) 
library, laundry, bus and cafeteria operations, warehousing, machine shops anj 
maintenance shops and maintenance of interarea roads, powerlines, and water. 
lines. The estimated total cost of operation in fiscal year 1956 is $2,672,000, 
which $252,000 will be recovered through charges to others for services. The not 
costs of $2,420,000 are budgeted here. 

(d) Oak Ridge School of Reactor Technology: Fiscal year 1955, $400,000; fiseq) 
year 1956, $280,000.—The objective of this program is the training of design and 
development engineers in the field of reactor technology. Initiated in March 1959, 
the school has now graduated approximately 288 highly trained scientists and 
engineers who are, almost without exception, now engaged in some phase of 
reactor development with the Atomic Energy Commission, its contractors, or 
the Department of Defense. The demand for these specialists far exceeds the 
supply and no foreseeable saturation in the demand can be anticipated. 

The enrollment for fiscal year 1955 and 1956 will be approximately 80, which js 
the capacity of present facilities. Two classes of students are represented: 
(A) Recent college graduates with a B. 8. degree in science or engineering, and 
(B) representatives sponsored by industry and Government agencies. Category 
(A) students are paid a salary by the operating contractor, Union Carbide & Carbon 
Co., while category (B) students remain on the payroll of the organization which 
sponsored them. The cost reduction ($120,000) planned for fiscal year 1956 
results from increase in category (B) students and initiation of tuition charge to 
private industrial firms sponsoring such students. 

(e) Standby—Special reactor materials production and fabrication facilities; 
Fiscal year 1955, $111,000, fiscal year 1956, $125,000.—This estimate provides 
for maintaining the Luckey, Ohio, beryllium production plant ($47,500) and the 
Painesville, Ohio, beryllium oxide fusion plant ($2,500) in standby status ready 
for reactivation should requirements beyond stockpile availability develop. 
Since there is still considerable doubt about the magnitude of the requirement 
for zirconium and hafnium, it is planned to hold the AEC facilities located at the 
Bureau of Mines, Albany, Oreg., plant in standby ($75,000) until it is definitely 
determined there is no longer a need for them. Standby costs include salaries oi 
guards and maintenance employees, maintenance supplies, and utilities, and 
related overhead costs. 

(f) Security shipments: Fiscal year 1955, $82,000; fiscal year 1956, $93,000.— 
This estimate is for coordinating, escorting, and providing armed protection for 
shipments of highly classified materials and documents, as well as materials that 
cannot be transported by common carrier because of health and safety hazards. 


Mr. Rasavt. I note that there is an increase of approximately 33 
percent in this item. No doubt it is because of your effort to acceler 
ate the use of atomic energy for other than weapons construction. 

In your justifications, emphasis is placed on intensification of inter- 
est in the civilian power program, though it would appear that the 
aircraft propulsion reactor program and the naval propulsion reactor 
program account for two-thirds of the increase. 

We would like you to comment on those points. 


BASIS FOR INCREASES IN PROGRAM 


Mr. Fretps. That is true, sir. The largest increase in the request— 
if you look on page 59 you will see the categories set forth there—s 
in the aircraft propulsion reactor program, item 4, and there 1s a 
increase in the naval propulsion reactor program. But additionally, 
we are requesting an increase in the civilian power reactor develop 
ment program, which is in item 1. This is an increase of something 
like $10 million. 

The reason the larger increase is in the aircraft and naval propul- 
sion programs is the status of the programs and the progress made 
date. They are at a stage where they can expend more in the nes! 
year and should expend more in order that those developments (a! 
go forward. 
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CIVILIAN POWER REACTOR PROGRAM 


We believe that in the civilian power reactor program we have 
asked for funds which will enable this program to move rapidly. 
We have made estimates which show that for the operation of the 
5-year program—there are 5 reactor projects in it—these should have 
accrued costs of something like $25 million. 

We are asking for a contingency item in here, I should say a power 
reactor acceleration project item, in the amount of $10 million, so 
that those civilian reactor programs can be accelerated. That is 
included in the $35 million item under item 1. 

I am not sure that I was completely responsive to your question, 
sir, but it is the status of the programs in the naval and aircraft 
reactor programs which indicates that we will have increased costs 
in them this year. 

Mr. Rasaut. Is TVA or any other public power group participating 
in this reactor development program? 

Mr. Fie.ps. They are participating to the extent that we discussed 
yesterday, in that there is a proposal in from one group. Could I 
ask Dr. Davis to take that? 

Dr. Davis. The Consumers Public Power of Nebraska have made 
a proposal; and TVA, and several of the REA groups and a number 
of public utilities are in the study program, where they are spending 
their own money to study power reactors, but the Commission fur- 
nishes them with the information which has been developed on power 
reactors. 

Mr. Rasavt. Is that a big expense to the Commission? 

Dr. Davis. It involves us in some expense to make the reports 
available. 

Mr. Rasaut. Some expense. What does that mean? 

Dr. Davis. On the order of a few thousand dollars per year for 
each of the groups. 

Mr. Rasaut. What would that mean? 

Dr. Davis. It would depend on the size of the group, which would 
amount to, I would say, perhaps $5,000 in 1 case. 

Mr. Rasaut. To a maximum of what? 

Dr. Davis. Say $25,000, or something of that sort, for a large 
group. 

Mr. Rasavurt. All right. 


PRESSURIZED WATER REACTOR 


On page 60 of your justifications, you state that over a 5-year 
period the Duquesne Light Co. will save the Government $30 million, 
and has assumed around $5 million of the cost of a pressurized water- 
reactor plant. Have you figures reflecting what the total outlay of 
Duquesne will be, what the outlay of the Government will be and, 
other than the experience, what will be realized, and by whom? 

Mr. Firtps. Dr. Davis, could you answer that question? That is 
4 question we referred to yesterday. 

Mr. Ranaut. We only took up Duquesne for the reason that that 
plant was mentioned. There is not anything personal as to Duquesne. 

Dr. Davis. In this case they will build the turbogenerator portion of 
the plant, which will cost them on the order of about $9 million. They 
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will give to us $5 million which will be spent on the nuclear portion of 
the plant. 

We estimate the cost of the nuclear portion of the plant at abou 
$37.5 million, or a net of about $32.5 million after subtracting the §5 
million which they will contribute for the project. 

Mr. Rasavut. Who will contribute? 

Dr. Davis. The Duquesne Power & Light Co. will contribute. 

So far as the total construction is concerned, we will be paying 
$32.5 million and they will be paying roughly $14 million. ie 

We will own the nuclear portion of the plant and will supervise its 
operation, but Duquesne will supply the operators to run the nuclear 
and other portions of the plant. 

Mr. Rasavut. When will you recapture your $32 million? 

Dr. Davis. We will not recapture it except in the sense of an experi- 
ment which will show us—it will be the first full-scale power reactor in 
this country, and it will give us the information which we can get 
only by building such an experiment. 

Basically it is an experimental reactor, although it is also a proto- 
type of a full-scale power-producing reactor, and is the first such 
reactor. 

Mr. Rasaut. Are you, as an organization, ready to do that in other 
parts of the country, too? 

Dr. Davis. This power-demonstration proposal which was referred 
to yesterday is the next step in this process, and as we mentioned, 
we have four proposals under this program to build full-scale power 
plants. In addition, Consolidated Edison has made a fifth proposal 
which is an application for a license to build a full-scale powerplant 
with their own money. 

Mr. Rasavut. With their own money? 

Dr. Davis. This would be entirely with their own money. 

a Rasaut. This happens to be, then, a test—what would you 
call it? 

Dr. Davis. I think I would call it a prototype full-scale powe 
reactor. 

Mr. Fretps. At the stage when that was started, industry was not 
in a position to go to the extent, apparently, that they are now 1 
these power proposals. This was started when? 

Dr. Davis. It was started about a year and a half ago. 

Mr. Razaut. Is it the thought of the corporations or the thought of 
your agency to step out and spend money in this amount in various 
parts of the country for pilot programs? That is what they are. 
Are you going to build pilot plants of this type? 

Mr. Fretps. Our program is a 5-year reactor program in which we 
would be doing reactor experiments. There is a great deal to be done 
in making power economical. First of all, the capital outlays which 
have to go into these plants are large. The fuel fabrication is a cost 
which must come down for it to become economical. The processilg 
of the fuels themselves, the very special chemical processes, are st 
expensive. The actual burnup of the fuel is a very small item in tlt 
power iteself. 

So that our problem is to go forward with research and develop 
ment, which will decrease the capital outlays necessary in reactol 
and develop cheaper fuel fabrication techniques and methods of I 
processing this fuel which has to be done periodically. 








on of 


bout 
he $5 


Lying 


Se its 
clear 


cperi- 
tor in 
1 get 


Troto- 
such 


other 


erred 
oned, 
owel- 
posal 
plant 


1 you 
power 


is not 
OW 12 


ht of 
Ari0Us 
y are, 


ch we 
» done 
which 
a cost 
essi 

e stl 

in the 


velop 
ictors, 
of re 





397 


Our 5-year program has 5 other experiments or pilot plants or small 
reactors going ahead to develop the technology. 

What the Commission is proposing, and in accordance with the 
new act and the authorities permitted in that, is that now is the time 
to permit American industry to come in to the extent that they can, 
and broaden the base here and get them to actually produce power- 
plants of the order of, say, 100,000 kilowatts, rather than the Com- 
mission budgeting for these actual power stations themselves. 

What we propose in our program would be to go forward and develop 
reactor technology, and now and then a reactor itself, but on the 
power program to encourage industry to pick this up and to move 
forward with actual central station powerplants themselves. 

Mr. Rasaut. How much money has the Government invested in 
this agency to date? 

Mr. Fretps. Do you mean in the reactor program? 

Mr. Rasaut. No, the whole agency. How much money has the 
taxpayer gone down in his pocket for? 

Mr. Puituirs. Do you want to include the Manhattan project, or 
start with the end of the Manhattan project? 

Mr. Rasaut. Total costs. 

Mr. McCartuy. Expenditures through 1955, through the end of 
this fiscal year, are estimated at $12,230 million. That includes what 
has been spent by the Manhattan District. 

Mr. Rasaut. That is what the man on the street has paid. The 
point I am thinking about is this. What we want to do is to get the 
benefits back to the man on the street. That is the fellow who paid 
for it. We want industry to benefit by it, too, but we hope that the 
agency will be very cognizant of the expenditures which have been 
made. Of course, over and above the developments in this agency 
for peaceful purposes, there is the great protection which has been 
developed for our country. It has been the development which really 
resulted in a new source of power which we are talking about today. 
So it is really the father of the new power toward which we look with 
great, hope. 

But the cost of all this has been a cost to the people of the country. 

I can understand that if industry takes hold of it, you will have a 
teaching program, too. They have to learn about it, and the best 
way for men to learn about anything is to get into contact with it. 
But let us avoid making it any sort of a giveaway program—you 
know, 1 horse and 1 rabbit, 1 of those sandwiches, that is going 
to be a horse and rabbit sandwich. You grind up 1 horse and 1 
rabbit. Let us not be the horse in the deal. 

_You state that Duquesne has spent $14 million, but will save the 
United States $30 million by the end of 5 years. What does this 
mean? Are they going to save the United States $5 million of 
$30 million by its operating expenses? We are putting in $32 million 
according to the figures here. 

Mr. Fietps. The additional saving is between $14 million and the 
$30 million. It would be on the operating savings. 

Mr. Rasavut. We cannot spend a lot of time on this, but let us 
find out something about this one case, just so the committee is 
informed as to how this thing operates. 

Dr. Davis. Our original estimate, or what we originally contem- 
Plated doing was to spend 
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Mr. Rasavt. Before you start, may I say this. This committe 
is not against progress, and we want to assist in every way possible 
toward progress, but we do want to know something about this rely. 
tionship and’ how much more money John Doe, the taxpayer, 1 
matter how high he is or how low he is, is going to be contributing to 
this use without ever receiving any return. Of course he has “the 
return of national defense, I have to admit that and I want to admit 
it, and I want to admit it in a loud voice and I want it lit up with 
neon lights, too. But that is only one part of it. Just because we 
had that, we do not want to let the other run out of the loose end of 
a sieve. 

Dr. Davis. I think we should say first, of the very large amounts 
of money that have been spent by the Atomic Energy Commissioy, 
only a very small amount has ever been spent on the development of 
power reactors. 

It was considered about 2 years ago or a year and a half ago that 
in order to be able to build full-scale power reactors, which we felt 
was a logical objective, it would be necessary to construct at least a 
few essentially full-sized prototype power reactors in order to find out 
how they operate, in order to find out what the problems are of 
actually building such power reactors. 

So at that time the best reactor which could be built for this purpose, 
and the only one which could be built at that stage of development of 
the technology, was considered to be the pressurized-water reactor, 
what is called the PWR. 

It was considered that the total project would cost in the order of 
$100 million. That is my recollection of the total figures, including 
research and development and construction of it and operation of the 
plant. Of this, around $15 million was the contemplated cost at that 
time of the conventional portion of the plant, the turbogenerators and 
the other things which would have to be built in order to have a 
complete powerplant. 

Under the Duquesne arrangement, Duquesne has in effect cor- 
tributed the entire cost of this part of the plant which was anticipated 
to be roughly $15 million. They have also contributed $5 million 
toward the construction of the reactor itself. They have also offered 
to provide 100 men, up to 100 men to operate the plant, which under 
completely AEC-operated installation would have been entirely AEC 
employees. These will now be Duquesne Light & Power Co. em- 
ployees, and they will pay their salaries and all of the overhead. 

In addition to that, the Duquesne Light & Power Co. is going to pay 
the Commission the equivalent of 8 mills per kilowatt-hour, simply for 
the steam as it comes from the nuclear powerplant. 

Mr. Rasavur. How much? 

Dr. Davis. Eight mills per kilowatt-hour. This will be paid on 
the basis of the steam from the nuclear powerplant. 

Mr. Ranaut. This isa sort of a pilot operation to try to find out jus 
what this will do out in the commercial world. 

Dr. Davis. That is correct, and Duquesne is willing to make thet 
contribution. 

Mr. Rasavt. They are going to turn this power into their own tran 
mission system and transmit this power over their lines with pow! 
developed in other ways? 

Dr. Davis. That is correct. 
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Littes Mr. RABAUT. Then they are going to start to compare costs between 
sible the operation of this facility and the normal operations by steam, or 
rely. Mpowever their power is generated. Po 

r, no Dr. Davis. It is important to bear in mind that this first plant would 
ng to ot and will not be an economical nuclear powerplant. It will miss it 
s the My quite a wide mark. Being the first one, it is going to cost probably 
dmit Hpeveral times the cost of power in a conventional powerplant. But 
with pny by building it can you find out how to get the cost down in the 
succeeding generations of nuclear powerplants. You add all of these 
pand compare an AKC job with the arrangement we have here, and 
t is about a $33 million difference in the total cost. 
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unts Mr. Razavut. That is fine, and personally I can give approval to it. 
sion, But I want to say this: Just because the activities in the creation of 


hese particular plants for power are a small part of the tremendous 
amount of money which was put into the atomic energy program, you 
inderstand, is no reason for saying that it is the only money for this 
purpose. You could never have gotten it with $100,000 or with 


nt of 


that 
> felt 


ast a fas 100,000 worth of study. The other had to be developed. This 
lout might be a byproduct of what we were trying to do in creating the 
re of bomb. Nevertheless, if great benefits come from it, some of it should 


be considered as a part of the cost as far as John Doe, the taxpayer, 
pose, amas concerned, 
nt of I am not trying to make a speech for the record, but I want to say 
ctor, Methat very emphatically. It comes right from the people, and the 
people are the ones who paid for this, and it is a tremendous amount 
er of of money. We should be very careful to see that some benefits are 
ding Hgoing to accrue back to the people of the United States. 
f the Mr. Putturps. I concur with what you said, and point out that we 
that Hbave a benefit, of course, as the witness has already testified, in that 
‘and #@we can sit in a laboratory or make a pilot plant, but we actually do 
ve a (not know how it is going to operate under actual working conditions. 
We subsidize, I suppose you would call it, the Duquesne Co. only to 
con- faethe extent that it is going to cost them 2 or 3 or 4 times the cost of 
atel [the power, such as we do with our merchant marine, so we can get 
llion Ht going and operating. 
ered There are other things which come in with a full-sized test, even 
lera Jplittle things as was testified to, as you remember, in February before 
\EC @B the Joint Committee on Atomic Energy. We have liability insurance 
em- {mand all of these factors which have to be tried out. 

Dr. Lipsy. I think we should note here that this Duquesne arrange- 
pay J Ment is a little different from what we are now doing. It was set up 
y for fe Under the old act, and under the new act we have 4 propositions made 

us by industry, which are really in many respects much more favorable 
to the Government, that is, the percentage contributed by industry is 
| on MM 2rger in these 4 propositions. 

his is no criticism of Duquesne. They helped us pioneer. But 
just “ my getting a larger percentage, and I think the figures are about 

- 0- : 
that Mr. Putturps. I think perhaps I used the word “subsidy” in reverse. 
| think in this case Duquesne is subsidizing the United States by 
ans- Putting in money on the experimental trial. 
wer Mr. Focarry. I was going to ask that question. This contract, 
then, was originated before the law was passed in 1954. 
Dr. Lissy. It is under the old law. 
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Mr. Focarry. So the only ones who can benefit from the know-ho, 
which has been developed by tax dollars are those concerned with ily 
most money, with the most assets, apparently. That would be a {i 
assumption,.on a bidding proposition, and these contracts are qq; 
bidding proposition; are they not? 

Dr. Linsy. We have five criteria, I think it is, if I can rememby 
them all. 

No. 1 is furthering the art. Our principal objective is to get atomi 
power. That is our objective. That is our principal peacetin: 
objective—to get atomic power. 

We have to consider these propositions from this point of viey 
primarily, and then, of course, the money comes in, and what a 
some of the others? There is financial responsibility, and the organ). 
zation, and so on. 

But a principal one is the contribution the proposition will make ty 
the development of atomic power. 

Mr. Fogarty. You say that you have 4 or 5 criteria, and you hay 
to admit they all amount to one thing: that the only ones who coul 
meet all of those requirements would be someone like Duquesne o 
some of the other larger utilities in the country. The smaller ong 
apparently cannot take advantage of any know-how that you people 
have developed over the past 10 years. 

Dr. Linspy. We do have a proposition from Consumers Public Powe 
in Nebraska, so we do have one. 

Mr. Fieips. And this information is available to all of them, in 
that by access agreements there is no condition that they have to le 
going forward with a project to get access to the information. Ther 
is a lot of information that has been downgraded from its high class 
fication to the confidential area, and by study agreements and acces 
agreements this information is available to anyone. 

It is perfectly true that if they are going ahead and constructs 
reactor, it does take money and talents to do it. But there is no bar 
to anyone insofar as making a proposal. 

Mr. Fogarty. I understand that, but unless they are backed by 
one of the largest groups in the country, there is nothing much they 
can do about it. 

Dr. Lipsy. There are some things, Mr. Fogarty. In talking with 
Mr. Ellis the other day about this, he made some remarks | think 
somewhat similar to that. 

I think the principal difficulty we have is to get enough men trained 
properly in the technical fields to do this job. You can help us in this 
way: You can tell your constituents to tell their sons to go to enginee! 
ing schoo] and to work in this business. That is really the most serious 
bottleneck in the whole business. 

Mr. Focarry. What are you doing about it? 

Dr. Lissy. We are trying very hard, first, to let it be known tht 
there is a desperate need, and to do everything we can to encourage 
the colleges and schools to get into this business. We are actually 
running a school of our own because of the fact there isn’t really # 
school in the business. Last Monday we ‘inaugurated or dedicated 
a reactor at the North Carolina State College, the first school in the 
country that has gotten a reactor, and it is in the business of teachilg 
about this atomic power, that is, by experience. 
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W-hoy You see, it is very different learning from books as compared to 
th th Mimctual working. It is a very important thing, and we are trying to 
a fiir Mo everything we can on that. 
‘ong Mr. Focarry. Are you sure you are doing enough? 
Dr. Lipsy. I am not sure we are. 
embe fe Mr. Focarty. What do you think should be done, if you are not 
oing enough? 
tomic fH Dr. Linsy. I would think that one of the things we need is to tell 
etime people that there is this need. If we could just keep telling them 
is—and you gentlemen can help greatly in that, and everybody who 
View, bas any knowledge of this thing can help greatly by telling people of 
it an fBhis need—it would be very helpful. 
gai Mr. Rasaut. Write a good article and we will put it in the Congres- 
ional Record. 




















ke ty fe Mr. Focarry. I do not think that will meet the problem, just 
elling people. 

have Dr. Lissy. That is one thing. 

could Mr. Focartry. I have had some experience with these people doing 

ne ot fanedical research, and still there is a great shortage of people in that 

one field, mainly because the return is not there. That is one of the big- 


rest drawbacks. A young fellow goes to school today, and then he 
rets married—unless he has dedicated his life to research. He has 
o make a living, too, and it costs money to buy a house, own a car, 
and bring up kids. Is that not one of your real bottlenecks in 
m, in Mengineering? 
to be Dr. Lissy. It certainly is. 
There Mr. Fogarty. They do not pay enough money, do they? 
Lassi Dr. Lipsy. It is one of the troubles. 
COS Mr. Fogarty. They do not attract our people. 

Could not the Commission do something about that? Could you 
not start some program which would attract more people in this field? 
Dr. Lisspy. We are considering the whole problem now and consid- 
ring all of these various things, consulting with the presidents and 
deans of the engineering schools, and trying to produce a series of 
emedies which will be effective. But I am afraid that the first two 
hings—the one I mentioned and the one you mentioned—are very 
asic to the whole thing. 

First, the interest does not seem to be there, for some reason, and 
why, I cannot understand. The percentage of students going into 
engineering and science is dropping, not only the absolute numbers 
ut the percentages. It is partially due to salaries, I am sure, but I 
am not sure it is all due to that. 

Mr. Focarry. I think something more could be done about this 
than your Commission has done about it. 
Dr. Linsy. We are trying. 
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that Mr. Focarry. I think you could do more. 

rage In the field of developing these power reactors, General Fields, you 
rally Hare asking for about a 30-percent increase this year, is that right? 

ly 8 Mr. Frexps. Yes, sir, it is about 33 percent, I believe. 

ated Mr. Fogarty. Do you think that is enough? 


| the Mi =Mr. Frerps. We think it is enough. Actually, in that 33 percent 
hing H's a request on page 64 for $10 million for the power reactor accelera- 
tion program. That is what we estimate would be additional accrued 
costs to accelerate this program. But along with that, in unpaid 
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obligations at the end of the year we are asking an increase of sy 
million. That is for projects which could be started for acceleratig 
of the power reactor program. But it would not appear as aceryy 
costs until 1957 or subsequent years. So it does not show here. 

So what we are asking for for acceleration of the program is $y 
million in additional costs, with $40 million more in unliquidate 
balances at the end of the fiscal year. 


NUCLEAR-POWERED MERCHANT SHIP 


Mr. Foaarry. Is that the same thing I read in the paper yesterday. 
where the President is sending up a supplemental budget request ¢ 
$139 million which includes a request for the development of a nucleyp. 
powered merchant ship. 

Mr. McCarrtuy. That supplemental includes only the Mariting 
Commission portion of that, Mr. Fogarty. That would be the hull 
cost. The Commission’s reactor cost is involved in the authorization 
for the plant and equipment bill, which is presently before the Joint 
Committee. 

Mr. Focarty. How much is that? 

Mr. McCarrny. It is $21 million. 

Mr. Focartry. It would cost about $21 million to develop the plant 
and the propulsion machinery? 

Mr. McCarrny. Yes, sir. 

Mr. Focarry. And how much to build the hull? 

Mr. Fieps. It is $12.5 million for the hull. That would be the 
cost of the hull; it would not include the operation. 

Mr. Focarry. How much is private industry putting up for the 
development of that ship? 

Mr. Fiextps. The plans are just being formulated, but at the 
moment we know of no contribution at this stage from industry {a 
that ship. It is planned that we would build the propulsion unit, 
and the Maritime Administration the hull, and industry would noi 
be in it other than contractors to do the work. 

Mr. Fogarty. But they are going to get the benefit of the develop- 
ment of this nuclear-powered ship. 

Mr. Fretps. They will get the benefit from it, eventually. 

Mr. Focarry. Were they ever asked to contribute? 

Mr. Freips. They have not been asked, to my knowledge. 

Dr. Davis. This is not a development job or project. oad 

Mr. Rasaut. I asked if there was any money in this appropriation 
for that ship, and they said there was not. 

Mr. McCarruy. There is nothing in here for the ship. . 

Mr. Focarry. But I understand it is pending before the Joi! 
Committee, and we have talked about other things which are pending 
before the Joint Committee in this authorization bill, have we not. 

Mr. Frevps. Yes. 

Mr. Focarry. You say it is not a development project. 

Dr. Davis. It is not a development job. What we are going to (0 
in order to complete it on schedule is to put into it a type of reactol 
which we already know how to build, and which will be very similar 
to the reactor in the Nautilus. If we were going to develop one, " 
would take several years longer. 
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Mr. Focarty. I was just wondering why industry was not invited 
share some of the costs. | 
Mr. Davis. This reactor is something which has already been 


of $4 
ration 


Ccrud MM eveloped, and the ship is intended to be used for a fairly specific 

e. urpose, as I understand it. 

18 SU \fr. Focartry. This one particular ship, or the fleet? 

dated Dy Davis. This one particular ship. In order to get ships which 
ould be useful to the maritime industry, one would have to develop 
eactors which would be considerably cheaper, both in first cost and 
operation. 

erday, Mr. Focarty. I do not want to take up too much time, but I would 

est gfe to get on the record now what we discussed yesterday on what 

icleg.fammas been done. Give me the names of the groups of business interests 


New England who are together in this power-demonstration pro- 
ritimeamram. Will you go over that and give me, step by step, who they are 
 huljggnd what they are and when they applied, what their offer is, and what 
zation be chances are, so that we can have it on the record. 
Join fa Dr. Davis. I do not believe I have with me the names of the people. 
Mr. Fretps. Could we supply the names for the record later, and 
berhaps give you the discussion here at this time? 


plant YANKEE ATOMIC ELECTRIC COMPANIES 
Dr. Davis. I might just point out in connection with one of your 
arlier questions that the Yankee Atomic Electric Companies are 
mposed of 13 small utilities. You asked a question awhile ago about 
how small companies could get into this. I do not have their names, 
but it is composed of 13 small companies in the New England area. 


e the 


v the \Mr, Focarry. You can get the names, can you? 
Dr. Davis. Yes. 
des The Detroit Edison group is composed of about 30 companies, 
‘Y oth large and small, who are joining with them in making an offer. 
ul: Hi So each of them is not a single company but a group of companies. 
d not \fr. Focarry. I wish you would develop the background of how 
sf hey were formed, who they are, the offer they have made, what the 
‘COP possibility is, and what the plant is. You say they can produce 
bout 50,000 kilowatts? 
Dr. Davis. The Yankee plant would be 100,000 kilowatts. 
Mr. Focarry. Where do they anticipate locating? 
Dr. Davis. They anticipate locating it in Massachusetts. 
a Mr. Foearry. Have you any idea about where? 
Mr. Tammaro. It is on the northern border of Massachusetts, I 


hink. Is Westover up in that corner? It is somewhere up in there. 
Join Mr. Firtps. We can supply that for the record. 
; Mr. Fogarty. Will you give me that background so that I will 


y « 
a now what it is? I would like to know what is happening in New 
ngland as far as atomic power is concerned. 
Mr. Frztps. Do you want it for all four groups? 
10 do Mr. Fogarty. All I am concerned about right now is the New 
actor ngland area. If anyone else has come up with any offers in New 
ilar ugland in the last 2 or 3 years, give me the history of those and 


vhat the potential is and what might be expected. 
Dr. Davis. We will be glad to do that. 
(The information is as follows:) 


1¢e, It 
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YANKEE Atomic Etecrric Co. 


The Yankee Atomic Electric Co. was organized as a Massachusetts eles, 
company on September 27, 1954. The company proposes to build and openia 
an atomic powerplant, the output of which will be sold to certain New Engl 
utilities which will also provide the necessary common-stock investment, _ 

The following table lists these companies, their generating capacity at the ey 
of 1954, and the proposed extent of the participation in the common-stock fingyy. 
ing of the Yankee Atomic Electric Co.: 


SS 


Capacity 
(1,000 
kilowatts) 


| 
ae 


New England Power Co 

eo ee ge a 8 ee eee ee ee 
Boston Edison Co 

Central Maine Power Co 

The Hartford Electric Light Co 

The Connecticut Power Co 

Western Massachusetts Electric Co 
Public Service Co. of New Hampshire 
Montaup Electric Co ...-.....-.-.--- 
New Bedford Gas & Edison Light Co 
Cambridge Electric Light Co 

Central Vermont Public Service Corp. 


The combined generating capacity of the above companies represents appv 
imately 88 percent of the total in New England. 

The proposed Yankee nuclear powerplant is designed for 100,000 kilowatts 
net electrical capacity and incorporates the pressurized light-water concept. This 
design differs substantially from the PWR and the proposed Consolidated Edis 
reactor in that pressures are lower, coolant temperatures are lower and itis 
planned to use fuel elements of different design which, if successful, should result 
in lower material and fabrications costs. It is planned to locate this nuclw 
powerplant on the east bank of the Deerfield River in the township of Row 
Mass., about three-quarters of a mile south of the Vermont border. Total initia 
cost of the plant is estimated to be approximately $25 million, excluding researt 
and development and startup. 

Based on the manufacturer’s proposal it is estimated that the plant can te 
completed and ready for initial operation within less than 3 years after officitl 
authorization is received from the AEC and after approval has been granted by 
the various regulatory bodies having jurisdiction. 

Yankee estimates eventual steady-state operation at 80 percent plant factor, 
although they expect some performance below this level during the early stages 
of operation. 

Among the nine principal offers received from industry last year to participa’ 
in the pressurized water reactor program were two from New England organia 
tions as follows: 

1. Connecticut Light & Power Co. 

2. Eastern Utilities Associates, consisting of the subsidiary utilities Blackstov 
Valley Gas & Electric Co., Brockton Edison Co., and the Fall River Electr 
Light Co. ‘ 

In addition to the proposal received from the Yankee Atomic Electric Co., oie 
proposals have been received as follows: 

1. A boiling water reactor plant of 180,000 kilowatts capacity, to be complete’ 
in 1960. This plant is proposed by the nuclear power group, composed 0: 
American Gas & Electric Service Corp., New York; Bechtel Corp., San Francis, 
Calif.; Commonwealth Edison Co., Chicago, Ill.; Pacific Gas & Electric Co., 5% 
Francisco, Calif.; Union Electric Co., St. Louis, Mo. 

2. A fast breeder reactor plant with 100,000 kilowatts capacity, to be col 
pleted in late 1958, proposed by Central Hudson Gas & Electric Corp., Pous! 
keepsie, N. Y.; Cincinnati Gas & Electric Corp., Cincinnati, Ohio; Consumet 
Power Co., West Jackson, Mich.; Delaware Power & Light Co., Wilmingto) 
Del.; Detroit Edison Co., Detroit, Mich.; Long Island Lighting Co., Mineols, 
N. Y.; Philadelphia Electric Co., Philadelphia, Pa.; Rochester Gas & Elect 
Corp., Rochester, N. Y.; Toledo Edison Co., Toledo, Ohio. 

3. A sodium graphite reactor plant of 75,000 kilowatt capacity, to be con 
— in 1959; proposed by the Gonmainabe Public Power District of Columbus 

ebr. 
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The proposal received from the Yankee Atomic Electric Co. is still undergoing 
view and evaluation by the Atomic Energy Commission, as are the other three 
oposals received under the power demonstration reactor program. 

In addition to the above power reactor projects contemplated in the proposals 
nder the power demonstration reactor program, the Consolidated Edison Co. of 
ew York has applied to the AEC for a license to build and operate entirely with 
rivate capital a nuclear power plant with a capacity of 250,000 kilowatts which 
Ihe company estimates will cost about $55 million. The reactor for this plant 
ould be light water cooled and moderated. It would take about 5 years to 
wuild. This plant combined with the other four proposals would total 705,000 
roposed ilowatts of installed electric capacity, costing about $205 million. 


tion Mr. JENSEN. I was interested in the discussion which was had a 


—.w minutes ago regarding the dearth of electrical or nuclear engineers, 
‘amt Tir whatever you want to call them. I am on another subcommittee 


faith Congressman Fogarty, and he mentioned the problem we have 
“fn the health department, which is very acute. I can see that you 


ufmpave here a similar problem. It is somewhat similar, at least. 
As an old businessman, when I had something to sell, I advertised 
hat article. And if I wanted to buy something, I advertised to the 
sMeflect that I wanted to buy a certain article. I think that goes in all 
fgaines of business, including yours. 
a Every college and university in America, I think with few excep- 
weal ions, has a college paper, a newspaper. That newspaper is read 
' BBeligiously by the students. It seems to me that the best way to get 
‘attsdf/mhis story to the colleges and to the students about this need for 
‘aad ngineers of which you speak would be to write a statement which 
dit cgells the story, and send it to every college and university in America. 
{ resilt At might not be out of line to send it to the larger high schools, perhaps 
na ll of them, to get these boys to think about this thing and the great 
howe Min eed. 
dew Certainly this atomic problem is going to be a problem that will 
onfront us for many, many years, and naturally we need young 
can ¢fimellows coming up who will take an interest in it. The only way to 
ep: ret that is to explain it to them. 
are. Dr. Lissy. We will do that, Mr. Jensen. 
factor, oe pees hope you will do that. You say you will do that? 
stage r. Lippy. Yes, sir. 
icipate Mr. JENSEN. I think that is very fine. 
ani e ©=Lt may not be out of order to have people go to these colleges and 
make talks to the student body. I can see where we would be in a 
ine fix in possibly 10 or 15 years if we have a dearth of so-called 
huclear engineers. I certainly would be in favor of sending a man 
os to the a. 
, other r. Lipsy. I couldn’t agree more. 
aid Mr. Jensen. I have one more thing. I cannot quite understand 
od why you put an atomic pilot plant in Pittsburgh, for instance, where 
ncisei,(OU have in the State of Pennsylvania a great supply of coal and 
», Su f/Mow there are hundreds of thousands of coal miners out of a job. 
si [a go enenee in Pen ae® Bia aay , 
Sena it your plan to have an atomic generating plant there to generate 
bao Atomic energy in competition with steam plants which burn coal? 
ngto, Ze am wondering if perhaps that should be put in some other place 
vere where you do not have such a plentiful supply of coal. What is 
: your answer to that? 


+ com Dr. Lissy. Do you want to answer that, General Fields? 
imbus, 


So 2 > te se 


stone 
’ 
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Mr. Fiexps. I believe the answer to that is that in setting 4, 
project up and in considering where the talents were and wher ; 
might be done, that that controlled where that project went at tha 
time. It was to get on with the installation of the first unit, and] 
believe that had more to do with it than any other consideration, 

Mr. Tammaro. One of the controlling factors, too, was the fay 
that the Government itself, or the Commission itself was going to hay 
to build this pilot plant, and if we built it ourselves it was going; 
cost quite a bit of money. At that time it was roughly $100 million 

Well, we had to build a plant of this size to find out more aboy 
atomic energy in terms of power, instead of going to the pilot play 
size of 15,000 kilowatts. This is 60,000 kilowatts. We did advertix 
all over the country, just as you mentioned about advertising, to fing 
out who would give us the most money. We took all of the proposal 
and we added them all up, and we found that Duquesne came oy 
with a reduction in the Government’s costs of pouality $33 million in 
5 years; the second best proposal was from a company in Penns. 
vania also who reduced the Government’s cost by $20 million inj 
years, and they came all of the way down to $5 million. 

So what we took was the one which reduced the Government's cos 
the most. Cost was the controlling factor, the least cost to th 
Government. 

Mr. Jensen. Of course, it will take a lot of coal to fuel the genemt- 
ing plant, the steam plant to generate electricity which goes into you 
whole setup in your atomic power, the fissionable materials and 
of that material. Maybe it will take just as much coal, and perhaps 
more, if you get going with this plant. Would there be anything ¢ 
that kind? 

Mr. Tammaro. May I answer that question this way 

Mr. JensEN. Pennsylvania is in a bad fix right now, with this great 
unemployment problem they have in the coalfields. 

Mr. Tammaro. Perhaps before I get through, Dr. Davis may take 
over, but I think I might answer the question this way: This powers 
going to be awfully expensive power, and it is not on-the-line power, 
It is merely dump power. We can give them a bucketful tomorny, 
and two bucketfuls the next day. The big job there is for us to lean 
how to make competitive power, primarily, in running this reactor. 
So it is dump power, and as far as I am personally concerned I do not 
think it will make any difference in the coal-mining area. 

Would you agree with that? It is purely experimental. 


POWER REACTORS ACCELERATION PROGRAM 


Mr. Razavt. Let us now go to page 64. While it has been touched 
on by my colleague, I want to put it on the record with a reference \0 
the program. 

You have power reactor acceleration program for fiscal 1955, and 
you had nothing there. This year you are asking for $10 million. 

Then down at the bottom of the sheet you say: 


For this purpose, the budget provides $50 million under the “Operating expe 
appropriations, for obligations in 1956. It is estimated that costs to be inoue 
during 1956: will amount to $10 million, the balance being included in unpal’ 
obligations at the end of fiscal year 1956. 
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g the . 
ere it Please enlarge upon this paragraph. 
t that Mr. Fretps. We are asking for $50 million in obligations, but our 

















and | 


yn. 


budget is on an accrued-cost basis, sir, and the costs are shown as 
hev are accrued by fiscal year. We would make obligations during 


> futlmthe year that would not have been paid. 

havi Mr. McCartuy. On page 145, Mr. Chairman, we show the un- 
hg tofmmiquidated obligations at the end of 1956. We show the changes in 
illion that item and reflect this $40 million. 

abou Mr. Ranaut. Wait until I get that page, will you, please? 

pla Mr. McCartuy. This is one of the adjusting items to cost. The 
ertigflmiast line there is the increase in our unliquidated obligations from the 
 finmmend of 1955 to the end of 1956. We estimate $58 million, of which 
osaammthe very top line shows the $40 million for the power acceleration 


€ Oumprogram. 
on ifm Our budget is made up in terms of our program costs, and those 
insymmare the accruals during the year for labor, materials, and so forth. 
| in Then we show the changes in our inventories, working capital, and in 
pur unpaid obligations. We then come back to total obligations to 
$ cosifmmbe incurred. 
0 thm Mr. Rasaut. This is for 1956. How much are you going to have 
he camel’s nose under the tent for 1957? 
ner at. Mr. McCartuy. To the extent of $40 million which, if we do not 
 yourmmecost it in 1957, will be costed in 1958, and possibly beyond. 
ad al Mr. Ranaut. I do not think in a budget of this size I ought to call 
rhapsfmmnit the camel’s nose. I ought to call it the pimple on the camel’s nose. 
ng of Mr. Putiurrs. If you are bringing your construction budget later on, 
thy do you have any of the power reactor program in here? Why do 
rou have a power reactor acceleration program here, and then bring 
in a supplemental for the construction program? 


great 
Mr. Ranaut. Does this apply to the supplemental? 













take Mr. McCarrtuy. This is not construction. This is research and 
wer sgmmcevelopment costs in the laboratory, and certain assistance, chemical 


ower.mm™mprocessing, and so forth. 

rTOW, Mr. Ranaut. Do you have any further comments on this reactor? 
leamf/™ Mr. Freups. I do not believe so. 

rctor. 


0 not AIRCRAFT PROPULSION REACTOR PROGRAM 


Mr. Putuurps. I have a question on page 67. I want to ask about 
the aircraft reactor program. 
I see you want $37,900,000 for fabrication and testing of nuclear 
reactors, and I am quoting, “suitable for use in aircraft propulsion 
ichedmsystems.”’ 
ce (// Mr. Frexps. This is because of developments which have taken place 
in the last year, and perhaps we could outline them in a Jittle more 
, andi#@detail here. It is a new approach to the problem, sir. 


on. Mr. Ranaut. I was going to ask one question for the record on that. 
Then we can go into an explanation off the record. — 
env" How much is the Air Force spending on the aircraft propulsion 


rrelmreactor program? 
opi ~Mr. Fretps. May I ask Dr. Davis to handle both of these questions, 
and I believe this would have to be off the record, sir. 
Mr. Rasaut. Off the record, and we will discuss this item. 
(Discussion off the record.) 
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PuysicaL ResEarcH PROGRAM 


Mr. Ranaut. What about the physical research program? 

Mr. Fretps. The next item would be the physical research progr, 
which you will find on page 86. 

Mr. Rasavut. We will put in the record pages 86 to 91, inclusive 

(P. 86 to 91 are as follows:) 


PuysicaL ResEARCH PROoGRAM—OPERATING Costs 


Program statement 





SD IO SE, 8 0 e thaeekeninkenes bee eb nerd $45, 720, 00) 
AG DEE FT HIPs aco ccpdeccngpthebesckgeebeicesackoane 40, 253, 0 
SAGUIORS cicdcin duiniveeh<siiisiiealidh<nid muda oka 5, 467, 0 


Physical research is carried on by the Atomic Energy Commission for ty 
purpose of assuring the Government adequate scientific and technical accompli. 
ment in the field of atomic energy. As progress is made the prospects for rewani 
from further investigations seem ever to multiply. In retrospect, every advang 
in atomic capability can be traced back to laboratory research of the type noy 
carried on under this program. The aim is to develop and mobilize adequay 
scientific talent and facilities for work on the most urgent and promising problens 
of atomic energy under conditions where the more imaginative scientists hay 
freedom for creative effort. About 70 percent of the program is carried on in the 
Commission’s own laboratories. The remaining 30 percent is carried on prine: 
pally in university laboratories where both research and training are accomplishe 
in sciences related to atomic energy. 

Following are the areas where increases are proposed in fiscal year 1956: 


Increase ove 
Jiscal year 195 
Area budget 
Chemical properties and reactions. ~~. .............-.----.-.----- $1, 431, 000 
Design and development of reactors and accelerators__._....-.---- 1, 281, 00 
Physical methods of isotope separation._........---------------- 530, 00 
Production, treatment and properties of materials, alloy theory, and 
mnie OC GUE. ic cs cn bivecimatidedaqapiGineelsusenntude 517, 000 
RIGO TORII MIOE Gs oh iso Be etd is oi iho a Se 405, 000 
I oe ttn Li ann etenineeiidell ain dibsie seksi 291, 000 
Nuclear structure and neutron physics-_--.......-------.-------- 285, 00) 
en INN Whivsika dk tionadtnenpanns veusegp dalipdndecaeeerere 262, 0 
Ce taba cite te I. J edn dd Pei Se ee 465, 000 
TN oa 2 aa a i ee Dele epee cil Rn eee a ree ae 5, 467, 00 
Summary of estimates by category 
Actual, Estimate, Estimate, 
Category fiscal year fiscal year fiscal year 
1954 1955 1956 

NN iia tehctah cayenne $331, 160 $335,000 | $460.0 
ee) RO ee eae 7, 212, 768 7, 185, 000 7, 590, 00 
3. Nuclear structure and neutron physics........--.--------- 9, 054, 241 9, 162, 000 9, 447, 08 
4. Extra-nuclear properties of matter_.....-.......----------- 1, 883, 718 2, 000, 000 2, 086, 0 
5. Design and development of reactors and accelerators. -.--- 768, 942 1, 087, 000 2, 38, 08 
6. Physical methods of isotope separation.............------- 332, 000 321, 000 851, 0 
7. Pronien amiates 3 55-5 ut Wiedos ba cccc edn cava cesesaeks 4, 428, 670 4, 413, 000 | 4, 704, (0 
eC a are eee 513, 346 768, 000 1,030, 0 
9. Chemical properties and reactions_.........--------------- 8, 448, 668 9, 176, 000 10, 7, - 
10. Chemical isotope separation studies-_-.........------------ 655, 409 1, 026, 000 1,27,0 
11. Production, treatment and properties of materials..-...._- | 3, 002, 557 2, 937, 000 3, 203,00 
12. Alloy theory and the nature of solids.-...-.-.--.---------- 715, 289 765, 000 1,00 
13. Effects of irradiations on materials__.........--..-.-.---_- 1, 036, 660 878, 000 | oe 
14, University cooperation and training..........-.-.-.------- 228, 996 200, 000 200, 
eal ee ic ae 
Total, physical research program..........-.---..------ | 1 38, 612, 424 | 1 40, 253, 000 45, 720,00 





1 Excludes for comparability, $700,000 in fiscal year 1954 and $820,000 in fiscal year 1956 for a classified projes 
budgeted in fiscal year 1956 under the reactor development program. 
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JUSTIFICATION OF CATEGORIES 


Isotope distribution, $460,000 

tadioisotopes and stable isotopes are produced for use in the Commission’s 
gram and are also made available to outside users. Radioisotopes are sold at 
tablished catalogue prices to users licensed by the Commission for use in indus- 













era 

















ive ial and medical applications and for research. Stable isotopes are prepared 
nd distributed for use in nuclear, biological, and medical research. Electro- 
agnetically separated stable isotopes are loaned with a $50 service charge. 
able isotopes obtained by diversion or as byproducts from other Commission 
tivities are sold at established catalogue prices. The $70,000 increase in fiscal 
ar 1956 for radiosotopes is to provide for development of processes for dis- 
20, (iy feibuting short-lived, medically useful isotopes. These isotopes are now available 
53.0 nly at hospitals located near a reactor. The $55,000 increase in fiscal year 1956 
: r stable isotopes is to continue the 168-hour workweek that was established in 
67, OY id-fiscal year 1955 to double the former production so as to meet increased 
, mmission requirements. 
for the Details of the estimate are as follows: 
nplish. 
ewards - = - 
Avance Fiseal year Fiscal year Fiseal year 
ig 1954 1955 1956 
OW nase 
Oq late 
oblems RADIOISOTOPES 
3 have roduction and process development. --_-_____.._--.--.------- $1, 520, 675 $1, 425, 000 $1, 495, 000 
in the I gtd deicGiteisectdeeanesanataces nesses (1, 530, 670)| (1, 525,000)} (1, 525, 000) 
eee Net cost, radioisotopes............--..--------- _--------| (9, 995)| (100, 000)} (30, 000) 
| STABLE ISOTOPES | 
’ oduction and process development ---_......._..-----.---.- 411, 029 497, 000 552, 000 
18e Oger St SN Cs oc co daad ane Bucegen conaconsece endcae aaee (69, 874) | (62, 000) (62, 000) 
ear 198 acorn - - ee 
dget A I IN 6 ali a inn bi Said 6xG Keene nigede 341, 155 | 435, 000 | 490, 000 
t Net cost, isotope diniripation. ...................-<.<<es | 331, 160 335, 000 | 460, 000 
, UU 
30, 000 
te . High-energy physics, $7,590,000 
aa This is the study of nuclear and fundamental particle interactions at energies 
000 bove the meson threshold. The research includes cosmic-ray studies and work 
0 ith the large-particle accelerators. With the increased operation of the cosmo- 
> ron and bevatron, about 17 percent of the funds for physical research will be 
On ommitted to high-energy physics in fiscal year 1956. 























The most fruitful source of new information about the interaction of funda- 
iental particles and the nature of nuclear forces lies in high-energy nuclear 
xperimentation. Much remains to be learned about the production and prop- 
rties of mesons, about the interactions between mesons and nucleons, and 
bout interactions between nuclei and nucleons. The basic laws of force govern- 
ng the interaction of elementary particles, or groups of nucleons, are still not 
inderstood. The nature of these forces, which give rise to nuclear binding, con- 
titutes the central problem in nuclear physics today. Studies in this high- and 
iitra-high-energy region continue to provide new information on the frontier of 
nowledge of nuclear forces and the nature of matter and is of direct interest to 


7, 000 


mate, 
| year 
956 


— 


460.000 he Atomic Energy Commission. 

op The $405,000 increase in high-energy physics research for fiscal year 1956 is 
086 000 equired to make more effective use of existing facilities such as the cosmotron 
as nd other accelerators. 

Sol, | 


704, 00 
030, 000 
607, 00 
27,00 
203, 000 
016, 00 
881, 0 
200, 000 


720, 00 


. Nuclear structure and neutron physics, $9,447,000 


This is the study of nuclear processes at energies below the meson threshold. 
t includes studies of the atomic nuclei in their various energy states and their 
teractions and transmutations by neutrons and other nuclear particles. Such 
‘search develops data basic to the nuclear processes involved in the release of 
hiomie energy. Most of this research involves the use of nuclear reactors or 
particle accelerators. 

Because of the central relevance of this work to applications of atomic energy, 
hud its importance for understanding nuclear structure, the level of support is 


roject iy hes Seneuieiesic : alae Pasi ; ; : 
P be increased in fiseal year 1956 by $285,000. The increased effort is to obtain 
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inelastic neutron-scattering data needed in the design of weapons, reactors, aj 
radiation shields. 


4. Extranuclear properties of matter, $2,086,000 


This activity covers research in the field of physics of the solid, liquid, yy 
gaseous states of matter; the extranuclear effects of neutrons, protons, electrog 
and photons; low-temperature phenomena; magnetism; optical spectroscopy; ay 
mathematics and computation. 

During the past 2 years, a number of large, high speed, electronic compute 
have come into operation in the program of the Atomic Energy Commisig, 
An expanded program of research and training in basic mathematics and pune. 
ical analysis and the training of coders and programers will lead to a more effectiy 
utilization of these modern facilities in the solution of our numerous problem 
Additional research is also planned in shock phenomena and solid state physig 
The $86,000 increase requested for fiscal year 1956 will provide for needed expu, 
sions of these projects. 


&. Design and development of reactors and accelerators, $2,368,000 


Particle accelerators and nuclear reactors are used for the production of radip 
active isotopes, for studies of nuclear structure and nuclear properties, and fy 
studying the nature of the interactions of the fundamental particles. Also, iti 
necessary to develop new techniques and new instrumentation as these devicy 
push further and further beyond the frontier of existing knowledge. Acceleratyy 
and reactors with their associated experimental apparatus have important appi 
cations in the Commission’s program. 

Of the $1,281,000 increase requested in fiscal year 1956, $850,000 is required y 
continue at a reduced level on a research scale and with research motivation typs 
of activity in the field of high-current accelerators previously budgeted and carried 
on under the reactor-development program. High-current accelerators will giv 
investigators an opportunity to advance into new scientific areas and to explor 
new phenomena not now within our reach. Judging by past experience, the mos 
important consequences of such an advance will not have been foreseen. Th 
remainder of the increase, $431,000, is to carry out high-energy accelerator desig 
studies and for analytical services, fabrication of specialized components, aid 
such other assistance as the Commission will provide off-site research react 
projects. 

6. Physical methods of isotope separation, $851,000 

The narrative pertaining to this and the following categories through 1) 

included in the classified portion of the justification material. 


7. Process chemistry, $4,704,000 

8. Classified project A, $1,030,000 

9. Chemical properties and reactions, $10,607,000 

10. Chemical isotope separation studies, $1,277,000 

11. Production, treatment, and properties of materials, $3,203,000 
12. Alloy theory and the nature of solids, $1,016,000 

13. Effects of irradiation on materials, $881,000 

14. University cooperation and training, $200,000 


This activity comprises a group of educational and training functions performed 
for the Commission by the Oak Ridge Institute of Nuclear Studies. The objet 
tives are to increase the number of scientific and technical personnel trained in te 
field of atomic energy, and to foster new research interest in nuclear and related 
sciences in southern colleges and universities in support of the Oak Ridge program. 
No changes are planned from the fiscal year 1955 budgeted level. 


Mr. Rasavut. Do you want to tell us about this program? 

Mr. Frevps. Yes, sir. I think that I should touch briefly on that 

There is an increase requested of $5,467,000. To get specific ™ 
the principal increases, I think we would have to go off the record, bu! 
basically the program is to enable the Commission to expand reseatl 
efforts in certain important areas. 

There are still vast unknown areas in which we have to move fir 
ward. Perhaps the thing would be to talk about the increases het 

Mr. Rapavut. Tell us about the 30-70 percent relationship. 
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Mr. Fretps. Seventy percent of the program is conducted in the 

ymmission’s own laboratories. That is in the National Laboratories 

ch as the Argonne National Laboratory and the Brookhaven, or 

the Radiation Laboratory at Berkeley. 

Mr. Rapaut. And the remaining 30 percent? 

Mr. Freips. That is by contracts with universities, both for research 

mp uten pertaining to sciences relating to atomic energy. 

misicii Mr. Ranaut. What assurance have you that their work, costing 

| numeflmpughly $16 million, has some bearing on your problems? 

effectin \{r. Finups. We do not go forward with any contracts with them 

— nless it is an integral part of the objectives we have. It is either 

lon lated to chemistry research or physical research which bears on 
oblems of interest to us. 

Mr. Rasaut. Have they been successful in the past? 

Mr. Freps. Yes, sir, they have been quite successful. 

Mr. Ranaut. How many grants and fellowships do you have at the 

resent time? 

Mr. Frnups. We have none in the physical sciences here, sir. That 

,in this physical-research program. Now let me see on the grants 

art. I will check. 

I find that is right. 

Mr. Rasaut. Are you planning any? 

Mr. Fretps. Not in the physical-research program. 

Mr. Ranaut. Is there any money in the budget for it? 

Mr. Fretps. There is no money in the physical-research program 

“dein DT it. There is some money for fellowships in biology and medicine. 

ts, aiqgmput these are for training associated with our own work. 

react Mr. Ranaut. How muchis that? Is that in a different department? 

Mr. Fretps. That is in a different department. 

Mr. Rasaut. We will have to adjourn now until this afternoon at 

1 133 :30. 
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AFTERNOON SESSION 


Mr. Rasaut. The committee will come to order. 
We are now on the physical-research program. 


GAO AUDIT REPORT ON AEC 


Under this research program we will consider this report to the 

ommittee on Appropriations of the House of Representatives of 
ome ee cuificant findings developed by the General Accounting Office during 
objec mene course of audits and other examinations of the Atomic Energy 
in the ommission, 


elate( M It says under its subheading, “Inequitable Overhead Contract 
srl MEP rovision”’: 


In a contract with a university we believe that the method provided for com- 
puting the portion of the university’s overhead chargeable to AEC is inequitable 
that. n the following respects: 
1c O2 _l. The AEC payment for overhead includes part of the cost of the university 
but ibrary, and part of the cost of the purchasing, personnel, and accounting depart- 
arch Mes: The benefit that the AEC work receives from these departments _ is 
_— loubtful, sinee the university has established a separate unit to do the AEC 
‘ork, and this unit has its own library and service departments. 
» TOr- ° 
That is the first paragraph. 


here. 
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The second paragraph says: 


Another inequity concerns the bases used to apportion the overhead, } 
base on which AEC’s portion of the overhead is computed includes the coy J 
the capital equipment purchased by AEC for its work; however, the basis, 
which the university’s portion of the overhead is computed does not inelude 4 
cost of the capital equipment owned by the university. It would seem thay 


the capital equipment located at the university should either be included jy, (I 
excluded from the bases. : 
What about that? and 
Mr. Freups. I believe this is the contract with the University (i yy 


California at Berkeley. We sat down recently with the university) 
an attempt to renegotiate the overhead clauses of the contracts o. 
cerned. We did achieve some of the recommendations here of thy 
GAO in that there is to be a change in the charge for the libraries, ay 
with respect to the base utilized here. I would like to ask the Cw 
troller if he would like to give you more specifics on that. 

Mr. Burrows. This contract goes back to the main contract wit 
the University of California which we have had since the very eu} 
days. The contract has expanded a good deal since the earlier perio) 
We have in fact brought under direct reimbursement a number of tl 
services which a university would normally furnish through the 
indirect overhead, which we are now paying for directly. We hay 
brought this to the attention of the university. The university fed 
that this is their standard method of allocating overhead, the metho 
that they use for other agencies and other persons with whom the 
contract, and that to make a different arrangement with us might we 
cause a good deal of confusion in their system. 

On this ground tbey are at the present time unwilling to make: 
change in the contract. This contract expires on June 30, 195i 
and it is our hope to get some of these inequities, which we have bea 
aware of and which we have been working on, corrected at that tim 

There are two points mentioned there which we believe we will 1 
the university to agree to, namely, the method of computing the 
library service, and second, the method of establishing the base {tr 
the divisional overhead. 

Mr. Raxsavut. You will note that any criticism here is from tlt 
General Accounting Office. I am just quoting from their report 
That Office has taken cognizance of it, and I just want to read it in 
the record so you people will act accordingly. 

Mr. Fieups. Yes, sir. 

Mr. Rasaut. Now you have something further to develop 
page 86. 

Mr. Fretps. It is with respect to the physical program and | 
thought I should direct some remarks to the increases specifically. 
The total increase in $5.4 million, and of that $1.4 million is requested 
for increase in the level of chemical research in order to improve ol 
knowledge of high temperature chemistry primarily. It is in th 
reactor field where we operate with extremely high temperatures a0! 
high intensities of neutrons and there is just a lack of knowlegde in th! 
area. I should not say lack of knowledge, but a great deal to ! 
learned. Five-tenths of a million of this is an increase for metal- 
lurgical research. This has to do with the study of corrosion resist 
a oe alloys needed for reactors using high temperature wate! 
so forth. 
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Four-tenths of a million of the increase is requested to augment 
udies at Argonne National Laboratory in Chicago, toward the 
pssibility of constructing a multibillion volt accelerator for work in 


oh energy physics. 
If I could go off the record. 


(Discussion off the record.) 
Brotocy AND MEDICINE PROGRAM 


Mr. Fretps. The next program would be the biology and medicine 
ogram on page 99 of the justification. 

Mr. Rasaut. We will take up the biology and medicine program 
d insert in the record pages 99 to 109, inclusive, of the justification. 
(The justification is as follows:) 


BroLogy AND MEDICINE ProGRAM—OPERATING Costs 


Program statement 


stimate fiscal year 1956 $27, 000, 000 
timate fiscal year 1955 27, 000, 000 


0 


The operating program in biology and medicine attains in fiscal year 1956 a 
abilized level of operations, and the budget request is held to the proposed fiscal 
ear 1955 program level. 

There is no diminution of Commission responsibility for the health and protec- 
on of individuals engaged in atomic energy activities and of the general populace 
n these matters. On the contrary, with the expansion of production programs, 
he development of thermonuclear devices, and the rapidly increasing interest in 
ommercial utilization of atomic energy, the need to keep not just abreast, but 
head of the needs in this field of biomedical research is imperative. 

Barring unforseen developments, it is felt that the requested budget will progres- 
ively extend the present program, most effectively utilizing the highly specialized 
nd competent staffs assembled at the Commission’s biological and medical 
esearch laboratories, and continue the program of supporting biomedical research 
m matters of intimate interest to the program at many universities throughout 
he country. 

The need for knowledge in this field is great, and the program continues to pursue 
hese ends, adjusted to meet the immediate needs as they arise. The 
basic elements of the research and the changes in trends are outlined in more detail 
n the following material. 


Summary of estimates by category 


Actual, fiscal| Estimate, | Estimate, 


Category year 1954 fiseal year — _ 


A Radiation effects on biological systems | $8, 457, 503 
; Combating radiation detrimental effects 3, 228, 672 
; Beneficial applications of atomic energy 7 6, 513, 983 
. Biomedical problems in atomic-energy operations --_. a 6, 336, 570 
b. Radiation equipment = Ss 
§, Vocational and special training 403, 080 


Total biology and medicine program costs | 24, 936, 611 


JUSTIFICATION OF CATEGORIES 


1. Radiation effects on biological systems, $9,020,000 

_ The basic radiobiological research program seeks to evaluate the alterations in 
living things, or parts thereof, brought about by exposure to all types of radiation, 
and to elucidate the mechanism of such alterations in terms of the basic physical 
and chemical processes that are modified, Both at the AEC installations and 
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under offsite contracts, the reactions to irradiation of a wide variety of spe 
physiological and biochemical processes and anatomical systems are under ey! 
sive study. 7 

(a) Cancer research: Fiscal year 1955, $800,000: fiscal year 1956, $310,009. 
Cancer is not an uncommon result of overexposure to radiation; on the oti 
hand, it is a disease which is susceptible to treatment and study through they 
of radiation. Hence, while some Commission studies on radiation effects unayoi, 
ably deal with the cancer program, this subject is, in the main a principal objectiy 
of our program to find beneficial applications of atomic energy. Therefore. jy 
convenience, all of the effort in the biology and medicine program which is direcig 
toward cancer is described under ‘Beneficial applications of atomic energy,” ity, 
“‘Cancer research’’ which appears on page 102. 

(b) Medical research: Fiscal year 1955, $3,500,000: fiscal year 1956, $3,520,000~ 
The continuing problems in medical research which are expected to be especial 
emphasized in fiscal year 1956 include the following: 

(1) Damage to the blood-forming system—interference with the function ¢ 
enzymatic reactions involved in the synthesis of the essential molecules of ti 
blood cells, and the release of new cells into the circulation. 

(2) Damage to the blood-clotting system—defects in the function of substaney 
in the blood platelets and plasma concerned in the clotting process, and increasiy 
susceptibility to leakage in the walls of the blood vessels. 

(3) Damage to the infection-combating systems—activation of latent infection 
breakdown of normal barriers to movement within the body of infectious orgy. 
isms, and decreased activity in the cells and the immunological reactions whid 
normally dispose of invading organisms. 

(4) Damage to the mechanics of general maintenance of normal body chen 
istry—disturbances in the balance between rates of various hormonal and enzyniy 
activities and energy-transferring reactions, leading to abnormal distribution ai 
concentration of the basic salts, foodstuffs, end-products, and cell building blocs 

(5) Damage to the mental faculties—alterations in learning capacity, memory, 
emotional and mental performance, especially in the subhuman primates. 

The long-range program in Japan on the biological and medical effects of the 
atomic bomb on man will continue into its 11th year in fiscal year 1956, wit 
decreasing emphasis on the genetic surveys offset by more intensive work in the 
medical and surgical pathology programs. 

(c) Biological research: Fiscal year 1955, $4,973,000; fiscal year 19%f, 
$4,970,000.—The Commission is continuing its extensive studies of genetic ani 
somatic effects of radiation of all kinds on plants and animals. One of the larg 
problems is to find out exactly how serious is the radiation hazard to genetit 
systems; another is to find ways of using radiation induced genetic mutations fr 
improvements in crops of cultivated plants and in domestic animals. 

Past stucies on plants and animals have firmly established that the har 
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effects from atomic detonations, X-rays, and radioactive substances are not 0 id 
the result of immediate cirect action but are also due to a series of long-term T 


physiological changes. To understand radiation injuries to man a large numer His ¢ 
of fundamental studies will be Cevoted to analyzing these changes in anim: land 
plant tissues under carefully controlled laboratory conditions and at atomic te ior 
sites. The studies include the effects of radiation on length of life, growth rm, HiMare; 


and metabolism. These studies provide the basis for developing methods {tt 


pro 
combating the deleterious effects of radiation. 


/ eli 


(d) Biophysics research: Fiscal year 1955, $164,000; fiscel year 1956, $220,0M.— or 
The basic radiobiology program will be continued at approximately the salt@™p|a, 
level through 1956. It is anticipated that some of the recently developed theor los 
regarding the interaction of radiation with tissue components will be tes't{ Mand 


noni 
and 
in t 


experimentally. 
A knowledge of the initial physical events occurring when radiation is absored 
by biological molecules is essential to our understanding of the observed effects 


on whole cells, tissues, and organisms. Studies are underway to determine ho¥ 


radiations alter the tissue water molecules and how these altered molecules «ft he 
surrounding proteins and other tissue components and cells. Other stucies & Biapp 
underway on important biological molecules and micro-organisms such as él are: 


zymes, viruses, and bacteria to determine their inactivation or change in ine 
tivity as the result of exposure to radiation. A greater increase in researc) ¢ 
0 


in this program is desirable, but a shortage of scientific personnel trained 
contribute to the solution of these highly complex problems exists. 
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Combating radiation detrimental effects, $3,431,000 


This program is aimed at development of protective and corrective measures 

> On which may be used to combat detrimental effects of radiation in man and econom- 
0 cally important animals. A number of agents and procedures have proved to be 
e of fective in reducing radiobiological responses, if administered prior to the ex- 
posure, but in general these are all rather extreme measures and must be critically 
ved imed in relation to the radiation exposure. More effective practical measures 


a just be developed if possible. oe ee , - 

bhi (a) Medical research: Fiscal year 1955, $1, 525,000; fiscal year 1956, $1,550,000. 
lirece t is anticipated that the fiscal year 1956 effort will reflect declining interest in 
arch for new prophylactic agents, in favor of studies on the mechanism of action 
pf proved agents. ’ 

The greater effort will continue to be toward post-exposure corrective rather 
pecialy han preventive measures; these studies are conveniently grouped into three 
asses: 

(1) Replacement measures—in fiscal year 1956 particular emphasis is planned 
pn efforts to separate, purify, and characterize the potent recovery factor(s) in 
pleen, bone marrow, and other organs, and the antihemmorrhagic factors in blood 
platelets. 

(2) Supportive measures—evaluation will continue of various regimes for con- 
rol of infection, shock, fluid and electrolyte equilibrium, aimed at relief of compli- 
ating stresses hampering natural recovery processes. 

(3) Mobilization of internally deposited radioisotopes—study of the movements 
‘ithin the body, and excretion, of inhaled or ingested radioelements with poorly 
understood metabolism will continue as a major Commission responsibility; in 
seal year 1956 increasing emphasis on the rare earths is anticipated. 

(b) Biological research: Fiscal year 1955, $1,442,000; fiscal year 1956, 
8/,441,000.—Promising studies will be continued, in the treatment of radiation 
njury in experimental animals by means of tissue extracts, blood and blood 
ractions, and certain chemicals. Another series of studies is concerned with 
agents which will aid in the elimination of radioactive substances which have 
ntered the body through the lungs or digestive tract. 

(c) Biophysics research: Fiscal year 1955, $320,000; fiscal year 1956, $440,000.—It 
s expected that the program on the personnel protection afforded by concrete, 
oil, water, and clothing against ionizing radiation will be continued at the same 
evel through 1956. Increased concern over the health hazards of scattered 
adiation from high energy accelerators and new teletherapy machines will result 
n more research efforts to determine effectiveness of present shielding design on 
hese facilities. Theoretical studies aimed at ascertaining the secondary radia- 
ions emitted by shielding materials will be continued at approximately the 
resent level. 
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armifd 
t only . Beneficial applications of atomic energy, $7,292,000 
y-terll The chief atomie energy byproduct application in general biomedical research 


I 7 is the use of radioisotopes as tracers in following the molecular transformations 
{i ai mand movements within living organisms. In the last few years, these applica- 


ic test 
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ions have grown so variegated and widespread that Commission support in this 
area is gradually being restricted to either unusual or untested procedures, or 
problems having other bearing on Commission objectives. Notable among the 
fields relating to the Commission’s special problems, analysis of which continues 
0 rest largely on isotopic techniques are studies of biochemical syntheses in living 
plant and animal cells, the functions of trace metals in vital processes, the physi- 
logy of bone deposition and turnover, and the chemical interplay between soils 
and plants. This program includes also the use of radioisotopes as sources of 
Wonizing radiations for beneficial purposes, special uses of nonradioactive isotopes, 
rw and development and exploration of special uses of high-energy radiation sources 
Sho the solution of biomedical problems. ; = 

affect a) Cancer research: Fiscal year 1955, $2,176,000; fiscal year 1956, $2, 206,000. — 
. lere are essentially three aspects to the present developments of beneficial 


=< Applications of atomic energy and its byproducts to the cancer problem. These 
5 Beare: : . 


WM), —_ 
same 
e.orirs 


tested 


ort ed 


es are 


(1) tracing with radioactive isotopes the ways in which the vital processes 
of cancerous tissue differ from those of normal tissue, and the mutual interplay 
between normal and cancer tissues in the organism; 

(2) localization of cancerous growths with radioisotopes, permitting more 
ready diagnosis and assisting in the planning of surgery or radiation therapy; 


63240—55 
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_ (8) treatment of cancers by atomic energy processes or byproducts; thi 
includes evaluation of: 
(a) external irradiation from radioisotopes; 
(b) selective irradiation from locally deposited internal radio isotopes. 
(c) neutron-capture by localized special stable isotopes, with resultan; 
irradiation from locally induced radioactivity; 
(d) special radiation sources available at AEC installations. 

As particular applications along these lines become better evaluated, and thys 
either generally established or abandoned, the Commission’s responsibility 4. 
minishes. At the present stage of the program, the few completed developments 
are more than offset by initiation of new efforts, and extension of active clinica) 
research projects. 

(b) Medical research: Fiscal year 1955, $2,500,000; fiscal year 1956, $2,519,000~ 
The bulk of this effort is in the radioisotopic tracer work discussed under the 
general heading above. The Commission is also actively developing the use of 
isotopes in diagnosis and characterization of disease states such as the anemias, 
renal and vascular disturbances, and various endocrine disorders. These methods 
are proving uniquely suited to analysis of movements of water and the chief body 
ions between the circulation, the intercellular spaces, and the cells and their 
disturbances resulting in diseases, which have hitherto been largely speculative, 

(c) Biological research: Fiscal year 1955, $2,215,000; fiscal year 1956, $2,217,000.— 
Radioactive isotopes are used as tracers to investigate mechanisms by which 
animals and plants carry out their vital processes. Knowledge of such mechanisms 
is proving valuable from both a basic and practical consideration. The metabolism 
of mineral elements under both normal and abnormal conditions is a principal 
field of investigation. 

(d) Biophysics research: Fiscal year 1955, $50,000; fiscal year 1956, $50,000.— 
Radioactive isotopes originating from bomb debris or from on-site reactors are 
used in elucidating the transport of particulate matter in the atmosphere, in 
oceans, and in ground water. Some promise is indicated in using radioisotopes 
to study other weather and geophysical phenomena such as jet streams, rain and 
hail nucleation. 

(e) Distribution of isotopes for cancer research: Fiscal year 1955, $300,000: fiscal 
year 1956, $300,000.—The @¢istribution of isotopes for cancer research ‘program 
was instituted in 1948; in 1953 the policy of charging the customer 20 percent of 
the cost was adopted. The demand in millicuries thereupon decreased, although 
the total number of shipments in that year was considerably higher than in fiscal 
vear 1952. The change reflected more efficient use of the material, and the more 
accurate estimation, with experience, of the amounts of isotopes necessary for 
trerapy. The estimate for fiscal year 1956 reflects the anticipated demand if the 
program continues unchanged. 

4. Biomedical problems in atomic energy operations, $5,688,000.—This program 
is concerned with the special health problems which may arise in the Commission's 
on-site laboratories, and in development, production, or testing of atomic weapons, 
fuels, and reactors. 

(a) Medical research: Fiscal year 1955, $725,000: fiscal year 1956, $725,000. 
There are basically two types of medical problems, exclusive of the effects 0! 
ionizing raciation, which arise from atomic-energy operations: 

(1) the effects of thermal, blast, and displacement forces accompanying 
the detonation of nuclear weapons; 

(2) the toxicity of nonradioactive materials specifically encountered in 
atomic energy development, production, and testing activities. 

The Commission conducts only a limited research program on the medical 
aspects of burns and blast hazards, since these biological disturbances ¢iffer quali- 
tatively little from those posed by conventional explosions. The emphasis in the 
toxicology programs has been shifting with the demands as they arise; in fiscal 
year 1956, it is anticipated that the University of Rochester will continue as the 
major center of our effort in this area, with evaluation, under different conditions 
of gxposure, of such hazards as beryllium, fluorides, thorium, uranium, 4 
zirconium. Ps 

(b) Biological research: Fiscal year 1955, $1,817,000; fiscal year 190%, 
$1,822,000.—The fate of the particulate material from atomic detonations * 
being investigated by the Commission. Studies are being conducted that will 
enable this prediction of the potential hazards involved when the radioactiv? 
elements in the fallout are taken up by plants and enter into the food chain 
man. The process by which these elements enter the plants is the objective 
intense investigation. ° 
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(c) Biophysics research: Fiscal year 1955, $3,307,000; fiscal year 1956, 
$3,141,000.—The production facilities and on-site laboratories are constantly 
faced with the health problems of radioactive wastes. It is anticipated that the 

roduction and use of radioisotopes by Government and non-Government per- 

sonnel will be intensified, creating some new and unexpected health hazard prob- 
Jems in the disposal of wastes. Improved procedures and techniques for the 
disposal of radioactive waste products and the monitoring of AEC on-site per- 
sonnel and surrounding civilian populations, vegetation, and animal life are 
needed and emphasis will be placed on continuous monitoring of production areas 
and their environs using telemetering techniques. ; ie 

Similar problems on a much broader scale are met in the C ommission’s weapons 
testing program. Highly specialized problems of dosimetry and monitoring arise 
from the necessity of tracking the radioactive cloud and measuring fallout. It 
js anticipated that in the future, emphasis will be placed on improving procedures 
for measuring the extent and type of fallout within a few hundred miles of ground 
zero. Some changes and improvements in analyses of fallout will be made without 
significantly increasing the man-hour effort. The overall consideration of atomic 
weapon effects will include studies of possible changes in climate and certain 
weather phenomena as the result of debris thrown up by atomic weapons. 

An important mission of the Biophysics Branch is to determine the permissible 
levels of exposure to radiation for AEC on-site personnel and for persons off site. 
As the result of intensive laboratory experimentation with animals and the 
analyses of available human data the problems associated with external radiation 
and internal ingestion of radioisotopes is fairly well known. With weapons testing 
the problem of pinpointing the hazards to certain radioisotopes is more complex. 
Recent evidence indicates that iodine 131 may be one of the very important radio- 
isotopes emanating from our weapons testing program. 


5. Radiation equipment, $1,024,000 

(a) Dosimetry and instrumentation: Fiscal year 1955, $1,200,000; fiscal year 1956, 
$1,024,000.—The physical measurement program is broadly divided into three 

arts: 

r (1) investigation of the limits and validity of the fundamental principles 
and assumptions that are involved in the interpretation of data obtained 
with the use of various analytical procedures and instrumentation; 

(2) development of equipment and instrumentation designed for a certain 
purpose or research project and of specific rather than general interest. 
Often unique instruments of general applicability evolve from these investi- 
gations; 

(3) development and construction of improved designs and modifications 
of existing instruments for which the basic principles and designs are well 
known, 

Development of dosimetric techniques for measuring the entire spectrum of 
radiation emanating from atomic detonation is a part of the program. Equip- 
nent and projects for study of blast, and measurement of temperatures at various 
istances from detonation and evaluation of shielding and shelters for the protec- 
ion of personnel is included here. 

Projects for improving dosimetry of radioisotopes in tissue, vegetation, soils, 
and water are also a part of this program. 

Increased emphasis in 1956 will be placed on studies aimed at testing over wide 
radiant energy range the validity of basic theories and principles on which much 
of our modern nuclear instruments are based. 

Efforts will be continued to design unique instruments that will measure absolute 

ose received by tissues whether incident radiation is monoenergetic or a mixture 

of radiations with a wide spectrum of energies. 


. Vocational and special training, $545,000 

(2) Vocational training program: Fiscal year 1955, $258,000; fiscal year 1956, 
17,000.—The objective of the program is to alleviate the shortage of personnel 
rained and experienced in specific biomedical areas of technical and scientific 
knowledge. Vocational training fellowships are awarded to graduates of out- 
tanding educational background, and the planned program is tabulated below: 
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| Fiscal year 1955 | Fiscal year 1956 
ee te een eerie 


Number | Amount | Number | Amount 








$165, 000 80 $224, 000 


| 

ION, on cen ttaenned <pnd ae aeeeradenee | 60 | 
I I =r. Jeu cus gpecneew ute sts Cccaeeeuenwere 6 | 30, 000 | 6 30, 00 
TIDE RINNE. ole nis carseneies acelin een 8 | 63, 000 | 8 63, O00 
Deemer nsencorerorperseewsnescemnatetereatryatinerarn 74 | 258, 000 | 941 3iz0m 


(b) Special training program: Fiscal year 1955, $228,000; fiscal year 1956. 
$228,000.—Educational and training services are made available in radioisotope 
techniques, and radiological physics, including graduate student courses and 
research participation. These activities are mainly conducted at Oak Ridge, 
Brookhaven National Laboratory, and the University of Rochester, and wil! 
continue in fiscal year 1956 at approximately present levels. 


RELATIONSHIP WITH OTHER GOVERNMENT AGENCIES 


Mr. Rasavut. What other agencies of the Government receiving 
appropriations are in any way concerned with this program? What 
are your relations with the Public Health Service and the Veterans’ 
Administration? 

Mr. Fietps. I would like to have Dr. Bugher, who is the Director 
of the Division of Biology and Medicine, speak to that. 

Mr. Rasaut. Very well. Will you come forward, please, Dr, 
Bugher. 

Dr. Bucuer. As far as this program is concerned, we have quite 
extensive relationships with the Department of Agriculture, with the 
Weather Bureau, and with the Department of Defense. From the 
standpoint of other agencies and departments of the Government 
that are doing research in the same broad area of knowledge, we have 
extensive connections with the United States Public Health Service 
and with the National Institutes of Health organization. 

From the standpoint of research, the relationships with the Veterans’ 
Administration are very minor, that is, we do not have joint programs 
with the Veterans’ Administration. 

With respect to the first group, the Weather Bureau joins with us 
in research having to do with meteorology phenomena which have 
connection with the problems of fallout from nuclear tests. Some of 
their work we finance. Some of it they undertake themselves. They 
have given very substantial assistance to the Commission in that area. 

The Department of Agriculture has a very great interest in the 
applications of atomic energy to problems of agricultural production. 

We have this concept in our relationship with them. In the field 
of fundamental biology or radiobiology, the Atomic Energy Commis 
sion’s research program carries a problem in its fundamental aspects 
up to a point where it may have some agricultural application. A\ 
that point it becomes, as far as we are concerned, a matter of primary 
interest to the Department of Agriculture. We do not therefore 12 
either group attempt to do the same thing at both places. 


CANCER RESEARCH 


In the general field of public health, we have a great deal of commot 


interest with the Public Health Service and the National Institutes 0! 
Health, and that is particularly true in the area of industrial medicine, 
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and in the field of cancer research. The AEC cancer program is a 
listinctly specialized one in this sense. In the AEC program we have 
an industrial concern for various substances and situations which are 
known to be hazardous from the standpoint of the causation of cancer. 
We therefore have primary interest in research into the relationship 
of those substances to human cancer. 

The other side of the AEC cancer program has to do with the fact 
that the Commission has special equipment, special facilities, and 
special scientific capabilities that no other agency or organization has, 
which can be brought to bear on the problems of the treatment of 
cancer. So that we have in the whole cancer field, as supported by the 
Federal Government, a special area which is made the special concern 
of the Atomic Energy Commission; the use of reactors, for example, in 
the treatment of cancer. 

The development of new accelerators which depend on the Commis- 
sion’s special resources in physical research; the separation of special 
isotopes which can only be done in Commission facilities and explora- 
tion of those for the treatment of cancer are examples of that type of 
thing. 

In order to make this thing work without conflict and without a lot 
of waste motion, we do consult with these other agencies very fre- 
quently and almost constantly. As an example, we are represented 
on the National Research Council’s Committee on Growth, which has 
to do with the handling of the American Cancer Society grants. We 
sit in at the meetings of the National Cancer Advisory Council, which 
guides the National Cancer Institute, and its work. 

So at every point we do know what they are doing and they in turn 
are familiar with the AEC program. 

Mr. Rasaut. This is a formidable sum. I notice the appropriation 
for 1955 was $27 million, and the estimate for 1956 is the same amount. 

How much money do you have as of any given date remaining in 
this fund? 

Mr. Frevps. I have the amount expended in 1955 as of the end of 
March, and we can give this to you right now. 

Mr. McCarruy. On the biology and medicine program at the end 

of March, the accumulated costs were $19.8 million, Mr. Chairman. 
The balance would project out for the last 3 months at about $2.4 
million a month. 
_ Mr. Rasavr. I realize that there may be some individual conditions 
ina laboratory or an institution such as we are considering here, and 
its relationship to cancer, but would it not seem more logical to have 
ull this money over with the Health, Education, and Welfare Depart- 
ment or with the National Institutes of Health? 

Dr. Bucurr. We cooperate with them, and they are quite aware of 
this program and we with theirs. But the main point is that the bulk 
of this cancer work is conducted in four centers which pertain to the 
Commission and which depend upon the existence of the other Com- 
mission facilities. 

For example, at Brookhaven, where the medical program includes 
lore than cancer research, it is there simply because there is where 
we have the reactor, there is where we have the physicists and the 
rane gai who make it possible. Such facilities do not exist 
elsewhere, 
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Mr. Rasavut. How much of a staff do you have? 

Dr. Bucuer. Altogether you mean? 

Mr. Rapavut. Yes, how many doctors are at Brookhaven? 

Dr. Bucuer. There are 36 at the present time. 

Mr. Rasaut. Do you have any cases there? 

Dr. Buauer. Yes. 

Mr. Rasavut. How large is the hospital? 

Dr. Bucuer. That hospital has potentially 36 beds, but they have 
been only able to operate 22. Those patients are drawn from the 
medical centers of the northeastern part of the United States qs 
research patients. They are not there for routine treatment. 

Mr. Rasavut. Have you had any progress there? 

Dr. Buauer. Yes, the outstanding development I think at Brook- 
haven has been the exploration of the possibility of incorporating 
within the cell of a tumor in the individual the isotope of boron, which 
reacts with neutrons. That is the boron of mass 10. The patient 
is given boron 10 at the present time as borax intravenously. That 
material tends to selectively centralize in the tumor, and the tumor 
can be exposed to a neutron beam from a reactor. When a neutron 
meets one of the boron atoms inside of the tumor cell, there is an 
immediate splitting of that atom to release a very large amount of 
energy which may be sufficient to kill the tumor cell. It is a promising 
lead. It is not the full answer. Now we are encouraging them, as 
well as people in other places, to develop new compounds of boron 
which will be less toxic and less difficult to handle. It does constitute 
one of the most promising of the new lines of treatment of cancer 
that we have. 

Mr. Rasauvt. I understand that at Brookhaven they have treated 
terminal cases and they have been cured, or the disease arrested to 
the extent that in one case a man took a trip to Europe. 

Dr. Bucuer. Not on Government funds. 

Mr. Rapaurt. He was cured to the point where he could do it. 

Dr. Bucuer. Yes, sir. I do not want to misrepresent the present 
status of this treatment. They were cases which had no other line 
on which to go. They had reached the end of the possibilities 
There have been no permanent cures. Most of these patients have 
been substantially improved. Twenty were treated altogether. 
Some of them have been able to go back to work for a fairly good 
period after they had arrived at the point of apparent incipient death. 

Mr. Rapavt. I am somewhat of an amateur about anything like 
this. While I have a devotion to a great humanitarian cause, I cal 
honestly say that there are two men on the committee who are pr- 
ficient on this subject. I would like to yield to my friend, Joh 
Fogarty, because I would like him to ask a few questions about this 
subject. 

Mr. Fogarty. Doctor, I have asked the Cancer Institute for the 
past 9 years every time they appear before our committee whl 
duplication there is between your Commission and the Cancer Inst 
tute and they have given me practically the same answer that yol 
have given this committee, that you do sit in with each other and yo! 
know what is going on, and you also have close contact with th 
American Cancer Society and their research council. So I don’t sé 
that there is much duplication. If there was, it probably wouldnt 
do much harm in this particular field. 
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How much are you expending on cancer research? 

Dr. Buauer. In this budget it is two and eight-tenths-odd-million 
dollars. 

Mr. Foearty. Is that for basic research, or is some of that applied 
research? 

Dr. BuacHer. Here you would have to call it basic research because, 
although it is research in the nature of cancer using the atomic energy 
tools, it is also research in the treatment of cancer. It does not include, 
however, any funds for the routine treatment of cancer patients, nor 
does it include any project for the routine diagnosis. But it does 
contain research funds for the development of new methods of diag- 
nosis. That is the difference between some of the interests in other 
groups who have to face the problem of what do you do with a large 
number of cancer patients. The program here involves four hospital 
groups. 

Mr. Focartry. What are those hospitals? 

Dr. Bucuer. One at Brookhaven, the new one at Argonne Cancer 
Research Hospital in Chicago, a small hospital at Oak Ridge, which 
isrun by the Oak Ridge Institute of Nuclear Studies, and the one in 
San Francisco, which is really a project in the University of California 
Medical School. 

Each of these groups has its line of emphasis. The Brookhaven 
group in the cancer field is especially concerned with the neutron 
capture technique that I mentioned. 

Mr. Fogarty. How successful is that up to this point? You 
mentioned that someone had been cured well enough to take a trip 
to Europe. How long has he been cured from the point of view of 
vears? 

Dr. Buauer. There I think we would have to say these results 
have been palliative. People have been made comfortable. 

Mr. Fogarty. Have you anybody in that hospital that has been 
cured 5 years? 

Dr. Bucuer. No. These were all brain tumor cases and none of 
them has as yet gone that far. It is an exploration. I am quite sure 
that the present method of introducing the boron is not going to be 
the ultimately satisfactory one, but it is promising and it will have 
its use, 

Mr. Focartry. In the beginning you had a great deal of trouble 
controlling that process, did you not? 

Dr. Bucuer. It is still troublesome. 

Mr. Fogarty. Sometimes you don’t know whether it is going too 
deep or not deep enough. 

Dr. Bucuer. Yes; that is one thing that made it slow up the pro- 
gram and made it necessary to go back and do a lot more animal 
work. Even as yet the pickup of the material by the tumor with 
relation to its concentration of the same material in the normal tissue 
is subject to considerable improvement, and we have three separate 
projects going at universities directed at the synthesis of new organic 
compounds containing boron, hoping that some group of these will 
turn out something better than anything we have now. 

Mr. Fogarty. You speak of doing more research with animals 
and normal tissue. Have you had any experience with the germ- 
free colony they have at Notre Dame? 





422 


Dr. Buauer. Yes; we supported a part of a program there fo 
several years having to do with germ-free rats and their response ty 
radiation. 

Mr. Foaarry. As I understand it, this is the only place ir. the worl 
where germ-free airimals of 2 or 3 generations have beea raised? 

Dr. Buauer. So far as I know it is the only place that has succeeded 
in doing this. 

Mr. Fogarty. I have been told the program was tried in Sweden 
some years ago and after a few years the strain was destroyed by 
some germ or disease, and they did not try again. I know it is quite 
expensive. I thought you people had used some of these germ-free 
animals in some of your other research developments. 

Dr. Bucuer. We were particularly trying to find out what, if any, 
effect on the susceptibility to radiation, the presence of the normal 
bacterial flora in the normal animal might have. That was a par- 
ticular piece of research that they were doing for us. 

Mr. Fogarry. Did that particular piece of research work out all 
right for you or did you find out what you were looking for? 

Dr. Bueuer. Yes. ‘There was a difference in the radiation response 
of the germ-free animals from those that contained normal bacterial 
flora, that is, the normal animal. There seemed to be some slightly 
less sensitivity to radiation on the part of the germ-free animal. 

Mr. Fogarty. Are you cooperating in any way with the Institute 
now? 

Dr. Bucuer. At the present time; no. 

Mr. Focarry. Are you giving any grants of any kind to it? 

Dr. Bucuer. Not this year. 

Mr. Focartry. Do you think it is a worthwhile thing? 

Dr. Buaner. It terminated last year. Yes; I think it is a worth- 
while idea. I followed the history of it quite closely, and it has been 
particularly valuable in the study of some of the fundamental] problems 
of infection and the formation of antibodies. It has been helpful to 
the atomic-energy program from the standpoint of radiobiology. 
We have not felt that the level of support which we were giving should 
be much greater than what it was. 

Mr. Foaarry. I understand the Navy Department and the Arm 
use that quite extensively. 

Dr. Bucuer. The Office of Naval Research particularly has been 
very much interested in it. 

Mr. Foaarry. I understand Walter Reed Hospital, and I know the 
Public Health Service, is getting interested now in attempting to raise 
some of these germ-free animals. 

Dr. Bucuer. That is correct. 

Mr. Focarry. I was thinking that since this is a well-established 
institute that it might be better to subsidize that to a certain extent 
in order to hold it rather than to try to raise a strain of germ-free 
animals in 4 or 5 governmental agencies. 

Dr. Bucuer. Are you asking for my opinion on it? 

Mr. Focarry. Yes. oe 

Dr. BucHer. That is my own personal opinion, too, because it § 
an extremely highly specialized technical procedure. The only people 
who have that competence are the ones in the present project. 

Mr. Foaarry. It is an extremely difficult thing to raise a germ-free 
animal. 
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Dr. BucHer. It is one of the most difficult things. 

\Mr. Fogarty. I had never heard about it until about 7 or 8 months 
ago. 1 understand last week there was a meeting out there of some 
of the outstanding biologists and also men who were attending that 
meeting from various governmental agencies. I don’t know whether 
vou had anybody out there or not. 

’ Dr. BucHer. We were unable to join in that. 

Mr. Foeartry. Their report was unanimous this past week that 
it should be continued, even though it is an expensive project at this 
time. Do you agree with that? 

Dr. Bucuer. I asked the Office of Naval Research to give me the 
synopsis of their findings so that we might study them, too, and I have 
not seen the results of that study, so I don’t know what the recom- 
mendations are at firsthand. 

Mr. Focarty. Do I understand that all you are spending is 
$2.206,000 out of the $27 million for research in cancer? 

Dr. Bucuer. No, sir; that is one part of it. It is not all of it. It 
is in three parts of the budget here. The total comes to $2,816,500. 

Mr. Fogarty. That is the full amount? 

Dr. BuGHErR. Yes, sir. 

Mr. Fogarry. How is that divided up. Can you give us a quick 
rundown of how you use it? 

Dr. BucHrer. Yes. If I may give the various items here. 

Mr. Fogarry. You do not have it all together on one page? 

Mr. Fretps. No; the principal amount is on page 104. 

Mr. Ranaut. Those are all in the record. 

Mr. Focarty. I would like to get that in one place as to the work 
vou are doing on cancer and the universities or medical schools or 
laboratories that you are making grants to, and what they are working 
on. _ 

Dr. Bucuer. I can give it in just a moment. All of this sum with 

the exception of $150,000 in 1 piece and $300,000 in another is ex- 
pended in the 4 centers I mentioned. Brookhaven, the Argonne 
Cancer Research Hospital in Chicago, which is attached to the Billings 
Hospital unit, and operated by the University of Chicago, the third 
at Oak Ridge, the Oak Ridge Cancer Hospital, operated for us by the 
Oak Ridge Institute of Nuclear Studies, and the fourth in San 
Francisco. 
_ As I mentioned the Brookhaven group are pushing especially in the 
lme of neutron capture therapy. The group at Oak Ridge has its 
major concern in the development of mass isotope treatment pro- 
cedures, and exploration of the use of isotopes in cancer. They, for 
example, have developed now the first cesium 137 unit of almost 2,000 
curies. It is the first one in existence. A plant is being built there 
from funds appropriated over a year ago to turn out this product, 
which is one of the waste products, actually, but gives a gamma 
beam with no power supply, of course, and with a half life of 33 years. 
That is just one example of the sort of things the Oak Ridge group is 
doing, 

At Chicago, in addition to research on the causation of cancer, they 
are exploring the use of accelerators and also the use of cobalt 60 in 
the treatment of cancer. 

lhe group in San Francisco have a special mission, which is to 
look into the value of 70 million electron volt radiation from a beta- 
tron, especially constructed, and Dr. Robert Stone is engaged in that. 
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So each of these centers has a primary mission, although they yij 
do other things related to that. There is a difference in emphag\ 
at each place. 

The $150,000 I mentioned goes to small research projects in wi. 
versities other than these 4 main centers that I mentioned, and th 
$300,000 applies to a support of isotopes for research in cancer. Thy 
Commission has now changed that general concept to a similar suppor 
for isotopes for research purposes in biology and medicine of all kinds 
Those are the three sources of the total sum I mentioned. 

Mr. Focarry. Are you supporting medical research of other kinds 
in various universities and medical schools? 

Dr. Buauer. Yes, indeed. 

Mr. Focarry. For instance, I noticed the University of California 
here in several places. How much are you supporting medical researc} 
of all kinds in the University of California? 

Dr. Bucuer. That is found in 2 parts of the university, | a 
Berkeley and San Francisco and 1 at Los Angeles. 

Mr. Focarty. What is the total amount at both places? 

Dr. Bucuer. The Berkeley amount is $1,100,000. 

Mr. Freups. Actually, at Berkeley the total in the biology and 
medicine program is $1,730,000, and for the University of California 
at Los Angeles, it is $1,040,000. 

Dr. Bucuer. Yes. The difference here is that at UCLA the pro- 
gram is not primarily medical. That is, the purely medical part of it 
is $247,000. They are very actively engaged in problems associated 
with environmental sanitation, contamination, surveys in connection 
with the test operations, and a very broad program. 

Mr. Foagarry. You are supporting the University of California to 
the extent of $1,730,000 in this appropriation? 

Mr. Fretps. At Berkeley. 

Mr. Foacarry. What is the other one? 

Mr. Fietps. The University of California at Los Angeles, at 
$1,040,000. 

Mr. Focarry. Then the total is $2,770,000, is that right? 

Mr. Fieups. Yes. 

Mr. Foagarty. Are there any other universities or laboratories 
that you are supporting to a greater extent than that? 

Dr. Bueuer. We have a program at the University of Rochester. 

Mr. Focarry. I presume that is the largest, the University of 
California? 

Dr. Buauer. That is the largest one. 

Mr. Focarry. Start with the University of California and go right 
down the line, as to how much you are supporting these schools. 

Dr. Bucuer. Yes; we have these here. 

Mr. Fogarty. Do you support them as far as building this special- 
ized equipment they are using? sei 

Dr. Bucuer. The project at the University of Rochester is in 4 
building owned by the Commission or by the Government. All the 
equipment therein is so owned. It is a special AEC project on 4 
university campus budgeted and supported entirely by AEC, and 
directed as to program in consultation with the university by the 
Commission. 

The same is true of the project at Los Angeles. The one at Berkeley 
has some differences. Not all of the project is in AEC owned buildings. 
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Generally that is a different situation and a special situation from 
hat obtaining in what we call the off-site research support in the 
iniversities. 

The other unit I mentioned was the cancer hospital in Chicago, 
vhich is also owned by the Commission. 

Mr. Focarty. Do you make any grants of any kind to the Memorial 
Hospital in New York? 

Dr. Bucuer. If you will permit me to call them contracts, because 
under the enabling act we do not give grants. For the Memorial 
Hospital in New York—and the Sloan Kettering Institute complex— 
we have a quarter of a million dollars in a large project dealing with 
fundamental radiobiology, and then there is 1 other smaller project, 
as I recall, of about $12,000. 

Mr. Focarty. What distinction do you make between a grant and 
acontract? We call them grants in the Public Health Service. 

Dr. Bucuer. Yes. In the Biology and Medicine program many of 


the research contracts we speak of as grant-like. They have a simi- 


lar intent. It is a contract which has much the same motivation and 
would not be treated differently if it were called a grant, presumably. 

Mr. Fogarty. Why do vou insist it be called a contract? 

Dr. Bucuer. Because that is the way we, by the Atomic Energy 
Act, do our business. 

Mr. Fogarty. Do they sign a contract? 

Dr. Bucuer. Yes, the university signs a contract. It is negotiated. 
The terms of the agreement are those that are required by the Atomic 
Energy Act, together with the other administrative matters that 
follow. 

Mr. Focarry. Will you put that in the record, then, the ways and 
means that you reach the contract with the Memorial Hospital and 
the Sloan-Kettering Institute? 

Dr. Buauer. Yes, I would be glad to. 

Mr. Focarty. Also, what the contract is and on what basis it has 
been reached. 

Dr. Bucuer. It has been operating for I think 5 years and does not, 
for example, include any equipment. The entire amount goes for 
salaries. As I recall, it includes no equipment and no overhead. 

(The information referred to follows:) 

The contract with the Sloan-Kettering Institute was entered into on July 1, 
1950, and has been renewed annually since in support of a series of research projects 
under the heading of ‘‘Biological Effect of Radiation and Related Biochemical 
and Physical Studies.” The research is concerned with various phases of radio- 
biology and the use of isotopic and other special techniques in the solution of 
biomedical problems and support is divided among the departments of biophysics, 
protein chemistry, immunochemistry, radiochemistry, and clinical investigations 
according to the Commission’s interests in the research. Financial support of 
the project has been established at $250,000 per year. 

The Institute submits progress reports semiannually on the work accomplished 
during the preceding period and at the conclusion of each contract year submits 
4 renewal proposal describing the work which it proposes to pursue in the ensuing 
year and the estimated cest of such work. This renewal proposal is evaluated by 
the Commission’s Division of Biology and Medicine in the light of past perform- 
ance, extent of continued Commission interest, direction the research is taking, 
similar work supported elsewhere by the Commission, and availability of funds. 


_ Mr. Fogarty. Do you make any grants to the Children’s Hospital 
in Boston? 


Dr. Bucur. Yes, we have one new one. 
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Mr. Fogarry. As I understand it, that is the only children’s cang» 
research hospital in the world, is that correct? . 

Dr. Buauer. It is the only one in the United States. 

Mr. Fogarty. Do you make any grants to it? 

Dr. Bueuer. As far as I recall, we have one for $55,000 whic 
deals with the use of blood platelets in the treatment of leukenj 
and the hemorrhagic tendency that occurs. 

Mr. Fogarty. I understand that they have one child that they 
have kept alive in that hospital for 6 years which is the first time, 
child has lived that long with acute leukemia. Is that correct, or q 
you know of it? 

Dr. Bueuer. I do know of the case. 

Mr. Fogarty. Four or five years ago the best medical brains inf ( 
the country would tell the mother or father of a child with acute 
leukemia how long it had to live. 

Dr. Bueuer. That is right. 

Mr. Foaarty. Now there is some hope to keep these children living 
for 3 or 4 or 5 years. 

You mentioned a while ago that you are supporting some institut 
on the early diagnosis of cancer. Where is that? 

Dr. Bueuer. That is one thing we keep stressing to all of thes fi oon 
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research centers. whe 
Mr. Focarry. It is one of the most important, I would say, in the I 
field of cancer. } 


Dr. Bucuer. We recognize that it is a field that has to be explored J eo] 
by everybody from every point of view. The biochemist naturally J ox 
should be giving thought to it. Our groups we ask to push as hari jp | 
as they can on any way in which radioactive materials, that is, isotopes, ] 
may be used to improve the diagnosis, either with respect to early Ed 
diagnosis or more accurate diagnosis. The type of thing that iJ pri 
involved here is the use of isotopes as tracers to localize in particular J an 
regions where there may be a tumor and the improvement of the i hu 
technology of detecting such concentrations. | 

One investigation of that type is going on at Massachusetts General J jus 
Hospital in Boston, where elements which are positron emitters giving I th 
off positive electrons which almost immediately combine with «by 
negative electron to give off gamma rays are being used to localize J im 
brain tumors. That seems to be working out reasonably well. 

Mr. Fogarty. Are you doing anything in the field of chemotherapy’ J is 

Dr. Bucuer. In only a very minor way. The Public Health Service & yo 
really carries the primary interest and responsibility there. me 

Mr. Fogarty. That is not very much as of now. be 

Dr. Bucuer. No. What we are engaging in is the use of radioactive % re 
carbon, radioactive hydrogen, tritium, in the synthesis of those com- & jo 
pounds, so that they can be followed in the body and studied witl 
respect to what happens to them. In other words, how the molecules 
pulled apart eventually, and how it is excreted. I think at the moment 
that is the extent to which we are contributing to the chemotherapy & ™ 
problem. ag 

Mr. Fogarty. It is something new. e 

Dr. Bucuer. Yes, it is completely new. 

Mr. Foaarry. It has just been developed in the last year or two. t 
Some of the cancer oni tell me that they think they are ready 0 ™ 
go ahead and do something in that particular field. tl 
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Dr. Bucuer. There are already substantial clinical results, but 
here is a lot of research which needs to be done on the types of 
ompounds and how they may be synthesized. 

Mr. Focarty. You have heard of this drug, krebyozin? 

Dr. BuacHer. Yes. 

Mr. Fogarty. Are you supporting any research? 

Dr. Buauer. No, we have no research activity in that field. 

Mr. Fogarty. Do you know what it is? 

Dr. Bucuer. I know what it is supposed to be, anyway. 

Mr. Focartry. You don’t know what it is made of? 

Dr. Buauer. No, I do not. 

Mr. Fogarty. Have you anything that you want to say about it? 
I don’t want to put you on the spot or anything. It is a controversial 
uestion. 

Mr. Fretps. Maybe you want to say it off the record. 

Dr. Buacuer. I would prefer it. 

Mr. Fogarty. Off the record. 

(Discussion off the record.) 

Mr. Foaarty. Back on the record. I want to say you are doing a 
fine job in this field of medical research, Doctor, and I hope you will 
continue. I know eventually it is going to bring some results some- 
where. 

Dr. Bueuer. Thank you, sir. 

Mr. JenseN. The committee has just heard this very interesting 
colloquy between Congressman Fogarty and the doctor, which is an 
example of the great knowledge that our colleague, Mr. Fogarty, has 
in this field. 

Mr. Fogarty is now the chairman, as you know, of the Health, 
Education and Welfare Subcommittee of the Committee on Appro- 
priations. He has for many, many years been on that subcommittee, 
and has, it seems to me, dedicated his life to the cause of suffering 
humanity. 

I have listened to Mr. Fogarty in colloquies of the nature we have 
just listened to, between him and the high officials and scientists of 
the Health Institute and I am always intrigued and overwhelmed 
by the knowledge that Congressman Fogarty has of this great and 
important problem. 

I can say without fear of contradiction that Congressman Fogarty 
is the best informed man in this field in Congress by far, and I ce 
you, Doctor, and your coworkers, will cooperate fully with Congress- 
men Fogarty in giving him all the information that you possibly can, 
because on him rests a great responsibility. He has accepted that 
en like the great American he is, and is doing a wonderful 
job. 

ATOMIC ENERGY RELATIONSHIP TO AGRICULTURE 


Ihave been reading—this is an entirely different line—some state- 
ments about the development of isotopes so far as the production of 
agricultural crops is concerned. What is the story on that? Who 
cares to answer that? 

r. Bucuer. I think there have been two major contributions of 
the atomic energy program to agriculture. One, and perhaps the most 
Important one, has been that of radioactive isotopes for the study of 
the movement of substances in soils, for the movement into plants, for 
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the investigation into the physiology of a living plant and hoy; 
makes its product. | 

One of the best examples there is the development in the field y 
photosynthesis, the utilization of sunlight. In other words, the cq, 
version of sunlight into carbohydrate of a chemical compound whic 
is the beginning then of an organic series. Until we had particular) 
carbon 14 available, research in the field had come to a complete stop, 
It was up against a blank wall. In these few years I think more hy 
been learned about the nature of that fundamental and extremely PoP 
important reaction on which our life depends than in all of the pr. Re ™ 
vious years. It has been possible—in fact the program at Oak Ridg f° 
has succeeded in doing it—to carry on a certain amount of this type of J 
utilization of sunlight outside of the living cell in a very small ani ie" | 
tentative way. That has been an extremely important area. pe 











Another area has been in the development of new plant form jie" 
through the application of radiation genetics, the use of gamm fP* 
radiation and neutrons—either one or both—to accelerate the appear Ir" 
ance of new characters in the plant line. That has given rise already 
to a number of new plant lines that are either more productive than 
the parent strain or more resistant to disease, and, in at least on jee?” 
instance, both things. if 


The result now is, for example, that many horticulturists from Nev Mo" 
England are sending in their material to Brookhaven National Labor. "= 
tory to be radiated, and then the returns to the experiment station fe 
from which it came. So we feel that this field of radiation genetics ele 
as applied to agriculture, because it has enormous possibilities in th: fe” 
improvement of crop plants at an accelerated rate, is very important. f°? 

Mr. JensEN. To increase production. bu 

Dr. Buauer. Yes. ~ 

Mr. Jensen. Thank you, Doctor. That is the information | 
wanted. Ag 


(Discussion off the record.) 7 
a 








FERTILIZER RESEARCH 


Mr. Puiuuips. On the record, if I may. Could you bring us up t 
date, Doctor, on the use of isotopes in the fertilizer research? One 
of the last evidences we had of the desirability and the profit which J" 
will accrue—I don’t mean money profit, but profit in the use of the 
fertilizer—was in the tobacco area of the Carolinas, you will remember. 

Dr. Buacuer. Yes. 

Mr. Puiuurrs. I recall one fertilizer program has been completely 
changed because of the discovery that it was not getting to the plant. & b: 
Of course, I think perhaps the chairman would be interested to hear & * 
what you are doing with this beetle in Texas. I think it is a dirty 
deal you are putting over on the beetle, I think it is highly immoral, 
but I think it would be very interesting to the committee. 

Mr. Raxsaut. Do you want the beetle on the record or off? al 

(Discussion off the record.) A 

Mr. Puiiurres. Will you bring us up to date? re - 

Dr. Bucuer. It is an experimental procedure with the beetle, if! 
works. ( 

Mr. Puiuures. I cannot say its name. al 


tic 
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Dr. Bucuer. The scientific name escapes me at the moment. The 
pproach there is quite unique. Probably if: it works there it has 
pplication in other areas, particularly in public health and epidemi- 
logy where we are dealing with insect vectors perhaps of disease. 
n this case the problem seemed to be to produce enough irradiated 
males that were made sterile by radiation but yet perfectly normal 
yoking and behaving to fool the females and stop the production of 
he next generation. Most insect populations, probably all insect 
populations, depend for their survival on maintaining something above 
» minimal concentration of individuals. It has been well recognized 
o have an epidemic of yellow fever, it is not enough to have some 
josquitoes of a species. You have to have above a certain level. 
n the case of these beetles, it may well be that if the population can 
e depressed below some critical level, it will go on out and disappear 
ntirely. It is a very fundamental and very intriguing approach. It 
jay not work. It is just ideas like that which change the course of 
cientifie history. 

Mr. Raspaut. Change the course of the world. 

Dr. Bucuer. The fertilizer matter which Mr. Phillips is already 
familiar with is an example of the sort of thing that I was speaking 
f in regard to our relations with the Department of Agriculture. 
Ince a method is evolved then it can be carried on practically by the 
agricultural institutes and experiment stations. By the use of radio- 
active phosphorous, particularly in fertilizers, but more recently other 
elements have bean followed the same way, it has become possible to 
find out how much fertilizer is really necessary, and how it should be 
applied. Some crops need fertilizer application just on the surface, 
but another crop perhaps with deeper roots will have to have its ma- 
terial planted deeper or it won’t get it. It is that type of research, 
most of which is carried on in this applied way by the Departmen’ of 
Agriculture, using the products of the atomic-energy program, that 
makes it possible to reduce substantially the cost of production of 
various crops. 

ComMunNItTYy OPERATIONS 

Mr. Rasaut. At this point, let us consider the community opera- 
tions and insert in the record pages 110 to 115, inclusive, of the 
justification. 

(The justification is as follows:) 

CoMMUNITY—OPERATING Costs 


Program statement 


Estimate fiscal year 1956 (excess of revenue over expenses) 
Estimate fiscal year 1955 (excess of revenue over expenses) 


Increase of revenue over expenses_________________-___-- — 119, 000 


The community operations program provides for housing, commercial facilities, 
utilities, hospitals, and municipal facilities, and services in the AEC controlled 
and operated communities of Oak Ridge, Tenn.; Richland, Wash.; and Los 
Alamos, N. Mex. These operations are carried out principally through cost-type 
contracts. Commercial facilities are operated by private industry through lease 
oT concession agreement. Housing and utilities are provided for project-con- 
hected employees at Sandia, N. Mex., and certain locations in the State of 
Colorado. Pending congressional action on an act to dispose of the Oak Ridge 
and Richland communities, the budget estimates for fiscal year 1956 sre based 
on continued Federal ownership. 

























Summary 
= FT 7 = | 7 
Actual 1954 |Estimate 1955) Estimate ig) 
— ooo — — -—|——— et 
ORE . « <r tencns chante rnanpey~teuerdoanantannttuceannhs see $22, 401, 860 | $22,814,445 | $22, 7 
Revenee 2.3. Eaaadened ber yh csueubeeratsdots acon | —23, 651,662 | —24, 912,445 | —24, 9%) 





PB cerescatcigthninendcn tc seieede ees oeetiaias _.|  =1,249, 802 | —2, 098, 000 | ~2.w 


————__ 


The last year in which a net Federal subsidy was needed to support the open. 
tion of AEC communities was fiscal year 1953. Since then, as shown by tly 
summary above, revenues exceeded costs in fiscal year 1954 and are estimate 
to continue doing so on a rising trend through fiscal year 1955 and fiscal yey 
1956. Community population is expected to increase from 71,200 at the cle 
of fiscal year 1954 to 73,500 in fiscal year 1956. However, increases in operatin 
costs occasioned by this population increase will be more than offset by a combi. 
nation of operating economies and increased revenues. Annual per capita cos 
are expected to drop from $314.63 in fiscal year 1954 to $309.85 in fiscal yew 
1956 while per capita revenues increase from $332.19 to $340.01 in the sam 
period. 

OAK RIDGE 


Gross costs increase in fiscal year 1955 over fiscal year 1954, and subsequent) 
decrease in fiscal year 1956 over fiscal year 1955. These changes are directl) 
attributat le to the changes in population. Pe enues will be higher in fiscal vew 
1955 and fiscal year 1956 reflecting a greater usage of electricity for heating 
purposes, additional users of utilities and the full annual effect of water meterin 
and of the rental increase established in fiscal year 1954. The Oak Ridge pop. 
lation was 32,000 in fiscal year 1954 and is expected to increase to 33,000 in fiscal 
year 1955 and then decrease to 32,500 in fiscal vear 1956. The Oak Ridge con- 
munity operations in fiscal vear 1954 resulted in a net operating revenue of 
$308,869 and are projected at a net revenue of $990,000 in fiscal year 1955 and 
$1,024,000 in fiscal year 1956. 




































| 
1954 actual 1955 estimate | 1956 estimate 
1. Gross cost: 

St Gc cnckchddrecetcebat bonknccdndccncumssnees $3, 734, 994 $3, 884, 000 | $3, 819, 000 

ee SEL oo cakeuatenctawns epibetuGweasencsueledvese | 1, 495, 249 1, 553, 000 1, 600,00 

(c) Meashostete operations. . ... ... 0... -n-nege¢asecensce 2, 719, 737 2, 561, 000 2, 561, 0 

(d) Hospital. ___....___- son eek oie ae easecd a dobktes 1, 230,445 | —-:1, 320, 000 1, 293, (00 

Oey ee IE i oc cicacwaentvein'bc neuer cceuwn | 3, 681 5, 000 5, 000 
Total gross costs, Oak Ridge---.-..-.-.-.--------- 9, 184, 106 9, 323, 000 9, 278, Oo 
2. Revenue: y ae r 
RD SND si ccm minnie annie sabishaGeli ci dapecmdea eee aote —413, 049 | —522, 000 535, (00 D 
eR Hiri ct eae ashen gecaudguducudhenwaeuoenaee —2, 102,515 | —2, 208,000 —2, 244, i 
(c) Real-estate operations.-.............-..------------ —5, 825,221 | —6, 402, 000 —6, 342, 0 A 
(d) Hospital - ----- ae a ea Sarath in eee ak eae | —1,152,190 | —1,181,000 | —1,181,@ r 
Total revenue, Oak Ridge.............-.--------- —9, 492,975 | —10, 313,000 | —10, 302,00 : 
3. Net: i. | 
NO ois ec kc ec nea ace see eeta nbn eso 3, 321, 945 3, 362, 000 3, 284, O00 TM 
CNR h nn dtacubid idieendabess teh eendeeba by —607, 266 —655, 000 — 644, 000 i. 

Ke Teel S8tate ONCTATIONE. ... ooo. cc cme ceccnmecescen sen | —3,105,484 | —3, 841,000 —3, 781,00 
Se NS seen acovticniw peetoowens eenpeesange te sases | 78, 255 139, 000 112,00 er 
er IN UN So ian 55 ntigce wnadntutsncaiese 3, 681 5, 000 5,00 
DONE, OEE CR aide cnt csnnankoesedncnasceaiaace —308, 869 —990, 000 —1, 024, 00 : 
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RICHLAND 


Gross costs for fiscal year 1955 and fiscal year 1956 reflect only minor increases 
nce further economies in operation are expected to offset to a large extent antic- 
bated cost increases resulting from General Electric salary increases, increased 
lity usage, provision of municipal services for a greater population, and in- 
eased maintenance costs of dormitories and housing. Revenues in fiscal year 
o55 and fiscal year 1956 are expected to increase reflecting greater usage of 
ilities and the full annual effect of rent and telephone rate increases established 
b fiscal year 1954. The population of Richland was 26,500 in fiscal year 1954 
nd is expected to increase to 27,500 in fiscal year 1955 and to 28,000 in fiscal 
ear 1956. The community operations at Richland resulted in a net operating 
pvenue of $507,961 in fiscal year 1954 and are projected at a net revenue of 
647,000 in fiscal year 1955 and $697,000 in fiscal year 1956. 


€ Oper. 
1 by the 
timated 
Cal yew 











































he clos es 

perating Actual, Estimate, Estimate, 

L combi. fiscal year fiscal year fiscal year 

ta end 1954 1955 1956 

cal yu ae er iol 

le § Gross cost: | 

can (a) Munieipel..cs-..c.---.------:--------.------------] $2,118,266 | $2 187,000 $2, 157, 000 

Dy Uti ie occ BS Sains td cseiccenscasncces 1,115,181 | — 1, 191, 000 | 1, 214, 000 
(c) Real estate operations..............=....-.=.....- 1, 989, 877 | 1, 938, 000 | 1, 926, 000 
@) Home ee. : 1, 137, 956 1, 150, 000 | 1, 150, 000 

quently (e) Property disposal. -----..-..-- Scie lee aes 16, 351 65, 000 | 65, 000 

ie Total gross costs, Richland_.......___-- ccc] = S7R GH 6, 501, 000 6, 512, 000 

Ca Vea |= —— - — = = |= — ———=—= 

heatin Revenue: 

jeter : te). RG ee, Os ee —49, 666 —103, 000 | —110, 000 

ny aR RA Te PEE SF —1, 712,235 | —1,857,000 | —1, 900, 000 

€ popl- (c) Real estate operations_-__-_--- ahs pples SeSeeugnsasen —4, 239,885 | —4,285,000 | —4, 285,000 

in fiscal (0. FAR aabenaiinthdte castes Sencar artnwt~adaeneXt —878, 786 | —903, 000 | —914, 000 

a Total revenue, Richland______.________________.. —6, 880,572 | —7,148,000 | —7,209,000 

enue of a enw are 

)55 and fie Net: 
Tee) SN ans go ode condnh cawaden basnseuneiees 2, 063, 580 2, 054, 000 2, 047, 000 
(0) URINE Cbg age Cite al es eae —597,054 |  —666, 000 | —636, 000 
(6) TRAGER IND i cistein cons a cuinticetsvtuawesdaae —2, 250,008 | —2,347,000 —2, 359, 000 
(Oy vn osc ww ners cccanaisaansuibes 259, 170 | 247, 000 236, 000 

} estimate (e) Property disposal. __....._--- aS 16, 351 | 65, 000 | 65, 000 

rors NGG Pcs re ccs —507, 961 | —647, 000 | —697, 000 


$3, 819, 000 
1, 600, 0 
2, 561, 00 
1, 293, 00 

5,00 


LOS ALAMOS 


Los Alamos, N. Mex., exists to support the Los Alamos Scientific Laboratory ; 
he town’s requirements are directly related to the laboratory’s mission of weapons 
esearch and development. Federal subsidies have declined steadily since fiscal 
fear 1949, and since fiscal year 1952 operating revenue has exceeded related 
operating costs. This trend is expected to continue through fiscal years 1955 
and 1956. Comparison of costs and revenues in fiscal year 1954 to those in fiscal 
ears 1955 and 1956 reveal increases in both, with a greater net revenue. Major 
ost Increases are budgeted for the schools due to a general teacher salary raise 
and a rising student enrollment, and for utilities. Major revenue increases are 
expected from utilities supplemented by smaller increases from miscellaneous 


9, 278, 000 





535, 0 
2, 244, 000 
6, 342, 00 
1, 181, 0 





0, 302, 000 


me real-estate activities and the hospital. The hospital subsidy is expected to be 
78, reduced by $45,000 from the fiscal year 1954 level. An overall increase in net 


revenue, or revenue exceeding cost, from $226,412 in fiscal year 1954 to $286,662 
In fiscal year 1956, is budgeted. It is anticipated that the average town population, 
12,700 in fiscal year 1954, will rise to 13,000 in fiscal year 1956, paralleling an 


expected increase in Los Alamos Scientific Laboratory employment over the 
Same period. 


5,000 


|, 024, 000 


63240-—55——_28 
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| Actual, | Estimate, | Estima, 
fiscal year fiscal year fiscal yey 
1954 1955 1956 
1. Gross cost: 
ey IE i 52k. Spankin duack tgucddwuuh datacdd ---| $1,151,978 $1,224,307 | $1, 45, 
(b) Utilities_____- EEK apne pS Radoadeeche ide niehaeed 3, 280, 954 3, 387, 428 | 3, 36, 
Ee i MR IN gs ce sncsscmpenshin nttee opeis chem asinine 1, 498, 196 | 1, 456, 325 1, 443,06 
(d) Hospital_-_...-.-- aah aceceumnonel pean niee excep 625, 654 628, 400 | 603, 4 
Total gross costs, Los Alamos_..............-...-| 6, 556, 782 6, 696, 460 | 6, 688,44 
2. Revenue: | 7 aan 
IE Sie dei dindn~ snnon BR Aaiidils = 4Gn aude caeee —16, 597 —14, 650 | —14,69 
eR ne biidebctiddend baitnesctdengpianwercees ---| —3, 666,475 | —3, 773, 696 —3, 802, 4 
(c) Real estate operations----..............---..-------- —2,727,610 | —2, 763, 285 —2, 763% 
Sy HE ihiabnikavansarpdtebeiewcsaiset snccanuste —372, 314 —395, 162 —395, ip 
Se eee ee eee [ee 
Total revenue, Los Alamos___-------- .---------| 6,782,996 | —6, 946, 793 —6, 975,45 
3. Net: - : Lal 
ie NR cnccicn cadtdedennddsttncksnednserude 1, 135, 381 1, 209, 657 1, 231, 28 
SN I ichiectnnis tain plwensiinn dunce inireiaionbiioaianeacmmcamdiarin em —385, 521 — 386, 268 — 406, 
Sey eee CON COIN 5. oc cisk cs ccecccscnsccsesset —1, 229,414 | —1,306,960 |  -—1,3%,% 
ip MIs wsciecndh secede cotcckuan aba nasasbanen ais aswel 253, 340 233, 238 208, 3 
RN foi hb csccmnctndonteoes | 226,214 |  —250, 333 — 286, 





SANDIA 


Sandia, N. Mex., a small AEC community at the Sandia base in Albuquerqu 
is operated and maintained by the Sandia Corporation and supports the Con. 
mission’s Sandia Laboratory. Operating revenues have exceeded costs since fiscd 

ear 1948 and are expected to continue to do so in fiscal years 1955 and 1954, 
| en esto slightly above the fiscal year 1954 level, are anticipated in fiscal year 
1955 and 1956 as the result of rental and utility rate increases established in 
compliance with Public Law 547 and BOB Circular A-—45. Increased age ¢ 
housing units, however, indicates a need for increased real estate maintenant 
costs, reducing the net revenue in fiscal year 1956 slightly as compared to fiscd 
year 1955. 


Actual, Estimate, | Estimate, 








fiscal year | fiscal year | fiscal year 
1954 | 1955 1956 
1. Gross cost: 
ii ee $64, 850 $65, 443 | $68, 4 
Tk. ES ; el ee 38, 329 38, 664 38, bi 
(c) Real estate operations...____- : odd 152, 044 151, 278 | 158, Wt 
Total gross costs, Sandia. _____- (asghen 255, 223 255, 385 285, 94 





2. Revenue: 
ee NG SDE oats Lert eth cee debi baa dab 0 0 
a —62, 837 —65, 328 —65, 32 
ce) Bees Geen Oerennoms. .. 2-8 --369, 592 —378, 324 —378, 34 


ns gp sieall — 432, 429 





Total revenue, Sandia_........._.___- — 443, 652 | — 443, 62 











3. Net: d 
SS So coo ARES tb waleale 64, 850 65, 443 | 68,34 
Oe ee beth pttlddn Faicien —24, 508 —26, 664 | —26, ft 
Ce) SGD ORRROD ORORAUIOUR goo snes dein. 0 50 —217, 548 —227, 046 —219, 2 





Weis Wee eet hse A eee ee —177, 206 —188, 267 | —17,78 
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ee 

, GRAND JUNCTION 

Estimate 

ocal yor Financially self-sufficient housing is provided for contractor employees at the 
ravan, Naturita, and Monticello processing plants and has proven an indis- 


nsable factor in maintaining an adequate, competent, and stable labor force 
pr processing and production operations. A total of 145 housing units are 
nvolved, 49 at Naturita, 68 at Uravan, and 28 at Monticello. Operating costs 
ill be higher in fiscal year 1955 because of necessary repairs and alterations to 
e Uravan and Naturita housing. 

















6, $$ — $< ——---~- 2 oe —_ —————————__—___——_-— — 
ae Actual, Estimate, Estimate, 
fiscal year fiscal year | fiscal year 
—3, 802g 1954 1955 | 1956 
—2, 763.3% — a ne eaerowinatat anes 
— 395 i | | 
_ ~ oi Gross cost: Real estate operations. _____.._-. $33, 138 $38, 600 | $29, 400 
—6, 975.49 Revenue: Real estate operations. -- - - --- naceetakats —62, 690 —61, 000 —61, 000 
a | Net: Real estate operations. --...-.......-.-- o--2--------- — 29, 552 —22, 400 —31, 600 
1, 231, 28 : ae ici aaa na a 
Lam 
—1, 320,48 . ‘ ‘ 
208, Mr. Rapaut. I would like to have you tell me something about this 





2% aeeprogram. 
Mr. Fretps. There should be a revenue of $2,217,000. 
Mr. Rasaut. You are looking forward to making that revenue? 
Mr. Fieups. Yes. 
[wer que, Mr. Rasaur. You actually made $2,098,000 in 1955? 
1e Com- Mr. Fiexps. Yes. 


= — Mr. Rasaut. You are expecting to increase that by $119,000? 
















‘al yean Mr. Freups. Yes, sir. 
ished in Mr. Rasaut. How are you getting along with the community opera- 
es ions? Are they paying? 


Mr. Frenps. Yes, sir. We have operated for the last 3 years with- 
put Government subsidy to these communities. As you see there, it 
as provided a net revenue to us. ‘This is exclusive of amortization 
osts. These are the actual operating costs of these communities. 
hey are for the housing and the commercial facilities, utilities, hos- 
itals, municipal facilities, fire and police, and so on. 


to fiscal 


stimate, 
scal year 


BUS LINES 


Mr. Rasaut. Information comes to me that you are losing money 
on the bus lines. Is that right? 

Mr. F1etps. I think there is some expense on the bus lines, yes, sir. 

Mr. Rasaut. What kind of rates do you charge? 

Mr. Freips. It varies at the different installations. Do you have 
he specific rates, Mr. McCarthy? ‘There are different problems in 
he bus lines between Hanford, Oak Ridge, and Los Alamos. 

Mr. McCarruy. I don’t have the rates with me. 

_ Mr. Rasavurt. Suppose you supply it for the record and give us some 
ideas of the mileages and things like that. 

Mr. Freups. Yes. 

(The information is as follows:) 
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Summary of AEC bus operations at Oak Ridge, Hanford, Los Alamos, and Ida) 























Number | Number | Range in length 
Area and type of service of busesin} of routes | of bus routes | Fare charged per 1-way tr; 
operation) operated in miles ‘ 
| 
Oak Ridge: | 
Transportation of workers to | 38 | 7 | 9.7 to 13.9..__.| 30 cents. 
plant. | 
Community service__..........-- 13 | 7 | 4.2 to 10.3___..| 15 cents or 2 tokens {or » 
cents; schoolchildren « 
| | cents per coupon or jj 
| | cents cash. 
Hanford: | | 
Serena of workers to | 88 | 17 | 3.4 to 34.1_____| 5 cents. 
plant. 
Community service --_..........-- 4 3 | 4.4 to 6.8.....- 10 cents; schoolchildren, ; 
| cents, 
Los Alamos: 
Transportation of workers to | 5 | 7.5 to 15.0.__..| Nothing. 
plant. 10 | 
Community service_...............-. 9 | 4.0 to 16.5. ___- 15 cents; schoolchildren, 5 
cents. 
Idaho: Transportation of workers to 39 32 | 22.0 to 130.0__.| 25 cents. 


plant. 


Mr. Frexps. I think we have reduced the nat cost of the bus oper. 
tion over last year. 
LOSSES BY CAFETERIAS 


Mr. Rasavt. I understand that last year the only cafeterias thai 
showed a profit were those operated by the concessionaires. His 
anything been done to decrease the losses in the cafeterias that you 
operate? 

Mr. Fretps. We have decreased the losses somewhat last year ani 
we have information on that that we can insert in the record. 

(The information is as follows:) 


CAFETERIAS 
HIGHLIGHTS 


1. The revised estimate of the net cost of cafeterias for production laboratory 
facilities for fiscal year 1955 is $614,000 which is $65,000 less than the estimate 
made last vear of $679,000. 

2. The estimate for 1956 is $545,000 or a reduction of $69,000 below the revise’ 
1955 despite the fact that the overall volume is increasing. 

3. The net cost to AEC for test operations in 1956 is $2,774,000 which is higher 
than the $2,002,000 previously estimated for 1955. This increase is due 
changes in scope, size, and duration of continental and overseas tests. 
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Mr. Raxsaur. What causes you to have losses on the cafeterias tha: 
you conduct? 

Mr. Fre.ps. Largely I think because they don’t operate at all times 

Mr. Raxsavui. They operate only at the noonday meal? 

Mr. Fretps. Some of them only at the noonday meal or special 
meals. I think that is probably the biggest cause of it. 

Mr. Rasavt. Off the record. 

(Discussion off the record.) 

Mr. Puiurps. Does your estimated loss cover anything more than 
what would be the amount of a rent factor? In most of these installa- 
tions we give it free rent. 

Mr. Frexps. This is just operating, I believe, sir. 

Mr. Puiuurres. That would be rent and light. We probably give 
rent and light, and I presume we give water? 

Mr. Fievps. Yes, sir. ; 

Mr. Puruurps. Do we have a cash loss in addition to that? 

Mr. FieLtps. You mean in addition to the rent and these other 
factors? 

Mr. Puiurps. Yes. 

Mr. Freups. Yes, sir. 

Mr. Puitures. Does that loss apply more or less equally or pro- 
portionately over all the system or just in specific places? 

Mr. Burrows. The biggest loss takes place at the proving grounds, 
and by far the biggest loss is at Eniwetok where you know we have 
a very peculiar problem. 

Mr. Puiuurps. Those are exceptional conditions. What I am trying 
to find out is if you have a loss at the normal installations of the 
Atomic Energy Commission. 

Mr. Burrows. In some installations we are actually making some 
net. In some we are practically even. The place where we have the 
biggest losses is at Carbide and Oak Ridge. The problem there is a 
problem of wage rates. 

Mr. Puruuips. I don’t quite see the problem of wage rates. If the 
wage rates are high for cafeteria employees, they must necessarily 
be high for the employees who eat in the cafeteria. 

Mr. Burrows. Yes. We still attempt to charge for meals in the 
interest of maintaining employee morale not more than they would 
pay at a comparable installation somewhere else. 

Mr. Smiru. The wage-rate problem at Carbide that differentiates 
from other places is this: Ordinarily a concessionaire deals with the 
Culinary Workers Union, and their wage rates, by and large, are based 
upon the wage rates that are paid in restaurants and like institutions 
around the country. They pay prevailing rates. Carbide deals 
entirely with the unions in their plant. In the K-25 plant it is the 
Chemical Workers Union. In the X-10 plant it is an AFL set 0! 
craft unions, plumbers, electricians, and like that. The rates that 
they pay down there are geared to the other plant rates. They are 
geared to crafts who normally receive higher rates than culinary work- 
ers, so the workers in the Oak Ridge cafeterias by reason of their 
affiliation and close relations with higher priced crafts have a higher 
base when they are working directly for Carbide than is the case with 
workers in other plants where you have concessionaires that normally 
gear their rates to the culinary workers rates. 

(Discussion off the record.) 
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TOTAL INVESTMENT IN COMMUNITIES 


Mr. Rasaut. Could you furnish to the committee the total invest- 
ments in these communities? 

Mr. Fretps. Yes, sir, we could. 

Mr. RABAUT. How many communities have you? 

Mr. Fretps. We have four communities. The three main com- 
munities are at Oak Ridge, Hanford, and Los Alamos. Then they 
have housing at Sandia Base, whic h is at Albuquerque, N. Mex. 
They have some housing at Monticello but we have no community 
costs there. 

Dr. Lipsy. Really in the sense of the chairman, we have just three. 

Mr. Fretps. We have community operations at four of them 
because Sandia is included. We can supply it for the record. 

Mr. RasBaut. Please supply us the investment in those commu- 
nities, 

Mr. Frevps. Yes, sir. 

(The information referred to follows:) 


Community facilities—Cost of completed plant as of June 30, 1954 


[In nee 





Buildings and! Utilities and 


Improve- de 
| structures | equipment 


ments to 
| land 


| | 
(ak Ridge, completed plant_-—------- eee $19, 836 | $77, 843 | $21, 729 | $119, 408 
Richland, completed plant 12, 893 | 70, 377 | 17, 694 | 100, 964 
los Alamos and Sandia, completed plant_- | 9, 467 | 64, 839 | 3,014 77, 320 
Grand Junction, completed plant. ..-..--------| 0 | 502 663 | 1, 165 





Tote al, completed plant Jt 2, 196 | 213, 561 | 43, 100 | 298, 857 
Les depreciation through June 30, 1954___- . 521 55, 525 12, 551 82, 597 


Net book value as of June 30, 1954_- 27, 675 158, 036 30, 549 216, 260 


Mr. Rasaut. Touch roughly on about what they consist of. 

Mr. Frevps. I have that figure right here now, sir, if you would 
like it. 

‘Discussion off the record.) 

Mr. Jensen. On what basis do you determine rentals for these 
homes? 

Mee Fretps. We follow the Bureau of the Budget circular on that. 

emake surveys of the prevailing rental rates, comparing our quarters 
shes quarters in the communities surrounding and on the basis of 
prevailing rates in surrounding communities our rental rates are set. 
Similarly on the utilities, the rates for the utilities are established in 
acordance with the prevailing rates in the surrounding communities. 

Mr. Jensen. You must determine by some method how you are 
going to make these communities self-supporting, which apparently 
you are doing. 

Mr. Frenps. With the rents and the utilities revenue—the sub- 
‘tantial items of revenue—counterbalancing the gross costs we come 
out with a net revenue. 

Dr. Lissy. I think perhaps we should point out to the committee 
that we have a bill before the Congress now to dispose of Oak Ridge 


Fen etore So we are trying to dispose of both Oak Ridge and 
antord., 
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Mr. JENSEN. Are you paying any interest on your investment? 

Mr. Freps. No, sir, we are not. 

Mr. JensEN. You are not amortizing any of the capital costs? 

Mr. Freups. That is correct. 

Mr. JensEN. That makes a lot of difference. 

Mr. Rasavut. He stated that in his original statement. 

Mr. JeEnsEN. I am sorry, I did not understand that. The same 
situation prevails in the Bureau of Reclamation and the Army Engi. 
neers. Certainly you are making a better showing than they are. 

If you would like to add something to your testimony, because | 
don’t mind telling you I expect to use this as time goes along, in the 
hope that maybe we can get some of the rest of these Government 
communities on a self-supporting basis, it would be helpful. 

Dr. Linspy. We can supply that, can we not, Mr. Fields, that is, 
statement on our general community management policy? 

Mr. Fiexps. Yes, sir, we can do that. 

Mr. JENSEN. I will appreciate it if you will do that. 

Mr. Fieups. Yes, sir. 

(The information referred to follows: ) 


Atomic ENERGY COMMISSION COMMUNITY OPERATING POLICIES 


The Atomic Energy Commission currently operates three Government-owned 
communities which were established by the Manhattan Engineering District in 
the early days of the atomic-energy program. The communities and their esti- 
mated 1956 population are: Oak Ridge, Tenn., 32,500, Richland, Wash., 28,000, 
and Los Alamos, N. Mex., 13,000. 

These communities are provided with complete municipal services including 
schools, police and fire protection, utilities, ete. In addition at Sandia Base, 
N. Mex., housing facilities with certain limited municipal services are provided 
and in the uranium mining area of Colorado and Utah there are a few small housing 
projects involving no municipal services. 

At each of the communities, revenues from rents, utilities and other sources 
exceed the total cost of operation. The housing projects also produce a net reve 
nue. In all cases, however, the net revenue is exclusive of depreciation or amorti 
zation. 

The Commission’s basic policy in regard to charges to residents is that they be 
comparable with charges for like services or facilities in surrounding communities. 
This policy was established by the AEC on its own initiative in 1949 and was 
subsequently adapted as a Federal policy under the provisions of Circular A-4i 
issued by the Bureau of the Budget on July 9, 1951. The provisions of this cit 
cular were given authority of law by Supplemental Appropriation Act, 1%) 
(Public Law 547; approved July 15, 1952). ' 

The policy as to standards of public service and public education which ar 
provided or supported by the Commission vary somewhat with location. li 
general, per capita expenditures do not exceed the upper quartile expenditures 0 
dormitory cities of 25,000 to 50,000 population and in some instances are si 
stantially lower. The standards which now prevail have evolved over a period0 
years and represent the Commission’s best judgment as to those required to insur 
recruitment and retention of personnel with due regard for sound economy ? 
operation. 

Continued efforts to effect economies under these operating standards couple 
with increases in revenues on the basis of maintaining comparability in rents 4! 
other charges have resulted in a situation in which income now and in the futur 
can be expected to exceed expenses, 
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ProGraM DirEcTION AND ADMINISTRATION 


\ir. Rasaut. We will move on to page 116 and we will take up 
rogram direction and administration. I notice in 1955 the estimate 
vas $33,353,000. The request for 1956 is $33,210,000. 

Mr. Freups. A decrease of $143,000. 

\r. Ranaut. A decrease of $143,000. We are glad to read that. 
We will put in the record at this point pages 116 to 125 of the 
ustification. 

The justification is as follows:) 


PROGRAM DIRECTION AND ADMINISTRATION—OP®RATING Costs 


Program statement 


Estimate, fiseal year 1956_ i ‘ $33, 210, 000 
Estimate, fiseal year 1955_ 33, 353, 000 


Decrease ca alah ‘ 143, 000 


The atomic-energy programs are directed by Commission employees budgeted 
wider Program Direction and Administration. The employees budgeted under 
this program are responsible for (1) negotiating production, research, construc- 
ion, and other related contracts, (2) maintaining essential liaison with the con- 
tractors to assure protection of the Government’s interest in contract performance, 
(3) developing standards and control measures for internal security and protection 
of Government funds and property, (4) licensing the peaceful uses of atomic 
energy, encouraging private civilian application and a program of cooperation 
with other nations, and (5) provision of normal administrative services required 
for AEC personnel. 

Program Direction and Administration activities are conducted through 10 
operations offices and 15 area offices under the direction of Washington head- 
quarters. A few personnel are assigned to other locations where AEC business 
is conducted, but which do not carry the title or the full complement of personnel 
that would be assigned to an area or operations office. The cost of Program 
Direction and Administration includes personal services, travel, and related 
supporting costs for office operation and maintenance. 

The major growth of the atomic energy program occurs during the 6-year 
period from 1950 through 1956 as evidenced by the increase in the value of 
plant-in-place which increased from approximately $2.1 billion at the end of 
fiscal year 1950 to an estimated $7.1 billion at the end of fiscal vear 1956. Con- 
sistent with the growth of the atomic energy program, employment under program 
direction and administration reached a peak of 5,025 employees at the end of 
fiscal year 1953. The Commission will have reduced this strength to a level of 
4322 employees at the end of fiscal year 1955 and with a further reduction during 
fiscal year 1956 to a level of 4,268 employees on June 30, 1956. In fiscal year 
1950, the costs of program direction and administration represented 7.1 percent 
of total operating costs, whereas the 1956 budget provides for a ratio of only 
23 percent of estimated operating costs. While additional personnel will be 
required during the latter part of fiscal year 1955 and 1956 to handle licensing 
and other functions related to the civilian applications of atomic energy and a 
program of cooperation with other nations, this budget provides that these 
requirements will be more than offset by the reduction of employment related to 
completion of major elements of construction under the Oak Ridge and Hanford 
Operations Offices. 
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Summary of estimates by category 














Actual, Estimate, Estimate 
Category | fiscal year fiscal year fiscal yey 
1954 1955 1956 
1. Personal services j ...----| $26,989,698 | $26, 590, 000 $26, 330, 
2. Travel. . s 1, 314, 856 | 1, 450, 000 1, 668. (ig 
3. Other objects___-_-- Baad seh hee bho us bam 5, 150, 657 | 5, 313, 000 5, 212, 
Total, program direction and administration | 133,455,211 | 133,353,000 | 33, 210. 
1 Adjusted for comparability as follows: 
; Se eee ee aa = 
Actual, | Estimate, 
Category fiscal year fiscal year 
1954 1955 
Transfer of 73 inspectors to weapons program. .._....-.-.-.-.-.---~---- — $504, 000 
Transfer of 45 employees of Las Vegas and Eniwetok office from 
SOTO GORI, weiss netic nte cb cniee cn ndbsvccwnenspescnacsabapeens +345, 000 +$383, (i) 
Net comparability adjustment od ac th oe a —159, 000 | +383, (0 





JUSTIFICATION BY CATEGORY 


1. Personal services, $26,330,000 


Program direction and administrative service functions are provided by a peri 
nent staff of approximately 4,300 full-time AEC employees augmented by a smal 
number of professional and scientific consultants whose services are available 
only for limited periods. Requirements for personal services costs are tabulated 
as follows: 


| Fiscal yea Fiscal year 





1955 | 1956 
a ee Sane eo rare = Seg a 
(6) Net epet.of permanent employees. ............................-..-.-.-<2- | $26,010, 000 $25, 772, 00 
(6) Positions other than permanent.-__- pbk sonaadeeeeed 180, 000 180, 000 
(c) Regular pay in excess of 52-week base Anis sh eteuianalon wet eos 100, 000 | 98, 00 
Cr en I I ic as carne cnpomeinn dnnrende eee 285, 000 265, 000 
(e) Payments to other agencie$ for reimbursable details_- ita ie enc 15, 000 15, 00 


| 
Tobe? peveshel eer viees.... .. 665-5 end ekek catia sacs batt Senge --| 26,590, 000 26, 330, 0) 


The details of the personal services estimate are as follows: 


(a) Net cost of permanent employees: 
I an a ao ala Si in wk ah gn Se ein $26, 010, 000 
i 25, 772, 000 


Starting and ending employment for fiscal years 1955 and 1956 is related to 
average employment on the following table. The net basic salary cost of perma- 
nent employees is projected on estimated costs of average employment, plus costs 
of terminal-leave payments. 


Fiscal year | Fiscal yeat 





1955 1956 
I. Employment: ae 
ee NN i oi wk hacen shea ee Daaweckasanaaee 4, 429 4, ee 
SELENA : 4, 322 4,2 
(c) Average employment................-.. cael aha pKa ateittede 4, 354 4, 201 
II. Terminal leave: ‘ 
(a) Man-year equivalent of terminal leave payments- _____.._.__._- 49 il 
(6) Net permanent man-years (sum of average employment and " 
terminal leave man-years, line I ¢ plus line II a)__.......____- 4, 403 4, ae 
III. Average man-year cost... .- sehen ietiaeaeidadi came aah a aaa ca ne $5, 907 ne 
IV. Net cost of permanent employees (line II b mulciplied by line IIT)_.-.....| $26, 010, 000 $25, 772, 00 
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The first factor, employment, is based on the actual starting employment at the 
heginning of fiscal year 1955 of 4,429, a projected employment at the end of 1955 
of 4.322, and a projected employment at the end of fiscal year 1956 of 4,268. 
There is a net reduction of 161 employees over the 2-year period. The average 
employment of 4,354 in fiscal year 1955 and 4,221 in fiscal year 1956 represents 
the net effect of reductions in personnel related to completion of major construc- 
tion and other economies with increases required incident to increased productior 
of raw materials and new functions authorized under the Atomic Energy Act of 
1954, such as licensing and encouraging the civilian application of atomic energy. 

In addition to the actual average employment provided in the estimate, there 
must also be included an equivalent number of man-years for people who will 
have separated from Commission employment, and who will have drawn terminal- 
leave payments from the Commission although not engaged in the work. The 
estimate of this man-year equivalent for fiscal year 1955 and 1956 is 49 and 41, 
respectively. In each of these years, these amounts represent approximately 
| percent of the average employment during the year which is based on the Com- 
mission’s experience for the past 2 years. 

The third factor, an increase in the average cost per employee of $140 in fiscal 
year 1956 over the fiscal year 1955 average costs is due to (1) automatic within- 
grade advancements amounting to approximately $90 per employee for fiscal year 
1956, and (2) the effect of reducing the number of lower-salaried personnel by 
reason of the decreases in the construction force. 

The distribution of permanent civilian employment under program direction 
and administration in terms of year-end strength for each of our operations offices, 
is shown below: 





Employment 
Office and location : elahcoliaiiaetd 
| June 30, 1954 | June 30, 1955 | June 30, 1956 


| 
Grand Junction Operations Office, Grand Junction, Colo 123 | 145 
Hanford Operations Office, Richland, Wash 356 318 | 
Oak Ridge Operations Office, Oak Ridge, ‘Tenn 838 900 | 
Savannah River Operations Office, Augusta, Ga 276 245 | 
Santa Fe Operations Office, Albuquerque, N. Mex 676 | 678 
San Francisco Operations Office, Oakland, Calif 115 112 
New York Operations Office, New York, N. Y_..---- a a 286 125 
Idaho Operations Office, Idaho Falls, Idaho...........-.---- ; 6 88 | 
Chicago Operations Office, Lemont, Ill 263 273 
Schenectady Operations Office, Schenectady, N. Y_..-------- 70 








_ _ Total, field os . ; roe a 
Washington headquarters, Washington, D. C., and extensions, | 
Oak Ridge, Tenn ; as 





Total, permanent civilian employment 4, 322 





The reasons for changes in strength in each of the various operations officers 

may be summarized as follows: 
_ Grand Junction operations office, plus 5 employees.—Additional personnel will 
be required because of expanded procurement and engineering assistance required 
in connection with new and enlarged mill facilities. Increased prospecting and 
mining activities by private mining firms and individuals will increase demands 
for assistance, chiefly in the Mining Division. 

Hanford operations office, minus 30 employees—The completion of a major 
part of the expansion program in 1955 will reduce the requirements for AEC 
personnel, chiefly in the Engineering and Construction Division. 

Oak Ridge operations office, minus 30 employees.—The completion of the major 
elements of construction will make possible the reduction of staff in the Oak 
Ridge construction area, Portsmouth and Paducah. 

Chicago Operations office, plus 4 employees.—Increased efforts under the Pratt 

Whitney contract will require on-the-site administration of this contract. 
Four additional employees, to be assigned to East Hartford, Conn., are budgeted 
for this purpose. 
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(b) Positions other than permanent: 
Fiscal year 1955- - - ------ aT ee to vesu) Bieta 
Fiscal year 1956__ _-_-_- a OL, DF. rt é 54 .2UeS RGR om 


Man-years of part-time and WAE cae das 
Pines Wear TONE. nn na nc- nncema<nconasen L3 
UIE I, SN ria edict ranirks emaricpinichinkt en L3 


Includes members of the General Advisory Committee, the Patent Compensy. 
tion Board, members of other boards, committees and panels, and other experts 
and consultants to the Commission who are paid only when employed. The 
fiscal year 1956 estimate is based on fiscal year 1955 experience. 
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(c) Regular pay in excess of 52-week base: 
I I a aid i kei ep $100, 000 
PInGal. VOOR 1NG6 . acndsnme neni ste ithe lf thiek cal taser ico hg ela 98, 000 


Compensation of permanent employees requires funding for extra days of pay 
when more than 260 days of pay occur in 1 fiscal year. During fiseal year 195) 
and 1956, there will be 261 days of pay and 1 extra day’s pay is provided for 
those years. The decrease in fiscal year 1956 is proportional to the decrease jy 
the net cost of permanent employees. 


(d) Payment above basic rates: 
Fiscal year 1955. .......- ni Set a ody soa tien ate lan <caharerea te $285, 000 
Fiscal year 1956- ---_--- siridenne S Seasick Ua ee en ais ease 265, 000 


This provides for authorized overtime to regular AEC employees during peak 
periods of work. Included is $70,000 in fiscal year 1955 and $92,000 in fiscal 
year 1956 for increased overtime rates of pay (Public Law 763). The decrease 
reflects reduction in overtime at Idaho and other domestic locations. 

(e) Payments to other agencies for reimbursable details: 


Fiscal year 1955- - ----- AEs tla wii let ieee neti a acne a I ee, 
Fiseal year 1956_ _ - j ss A 5 ee a a 15, ( 


00 
O00 


Includes secretarial services furnished to the Johannesburg, South Africa, office 
by the Department of State and testing services furnished to the Santa Fe 
Operations Office by the Civil Service Commission. 


2. Travel, $1,668,000 


Commission personnel assigned to program direction and administration travel 
to laboratory, production, testing, and storage facilities for administration of 
contracts, to work with the contractors and field offices in new scientific and 
production developments and to inspect and audit for compliance with standards 
established for internal security, personnel, property, and funds. 

An increase of $218,000 requested for 1956 is required for travel in connection 
with new functions authorized by the Atomic Energy Act of 1954, in the develop- 
ment and expansion of raw materials procurement, in directing expanded weapons 
production and storage facilities and in administering an expanded reactor pro- 
gram. The number of days of travel and travel costs for each of our operations 
offices are shown as follows: 





| 
| Fiseal year 1955 Fiscal year 1956 
Office and location > ‘ Ye Ge tee ee i .| , 

ays of | ays 0 ‘ 

| travel | Cost travel | _ 
| saint onsite aaiiananl 
Grand Junction Operations Office, Grand Junction, Colo--- 4, 163 $51, 000 6, 350 | $75, 
Hanford Operations Office, Richland, Wash__..._.__..__-_- 1, 430 50, 000 1, 384 | 48, 00 
Oak Ridge Operations Office, Oak Ridge, Tenn-_---..-.-.-- 6, 450 170, 000 6, 538 | 170, 000 
Savannah River Operations Office, Augusta, i eiiedte aie 2,417 72, 000 2, 284 | 68, 000 
Santa Fe Operations Office, Albuquerque, N. Mex...---..-| 14,389 | 297, 000 14, 658 3.20, 000 
San Francisco Operations Office, Oakland, Calif._...._-_-_- 935 | 29, 000 935 29, 000 
New York Operations Office, New York, a 1, 739 | 41, 000 1, 739 | 41, 
Idaho Operations Office, Idaho Falls, oe Be 733 | 33, 000 733 33, 0 
Chicago Operations Office, Lemont, Ill eee AEE tn tae 2, 802 82, 000 | 3, 086 | 80, Out 
Schenectady Operations Office, Schenectady, N. Y_.....--- 1, 067 | 32, 000 1, 067 32, 000 
ee se ee Oe tee de bas | 36,125 857, 000 38, 774 | 905, 000 
Washington headquarters, wee D. C., and exten- _— 
GR, SS IL. occa sonckcoaccccecacsuccecn 18,706 | 593,000 | 24, 161 | 763, 0 
I Ri soc dens halcsin gs abana teneenal | 54,831 | 1,450,000 | 62,935 | 1, 668,000 
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The reasons for changes in estimated trav el costs for each of the various opera- 
tions offices may be summarized as follows 

Grand Junction operations office, + $24.000.- Travel of Mining Division and 
Ore Processing Division personnel to an increasing number of mining and ore 
processing sites in administering the bonus program, inspecting of mine applica- 
tions, reviewing mill sampling and assaying practices, and administering ore pro- 
curement contracts. Related increases are required for security inspections. 

Santa Fe operations office, +$23,000.—Administration of additional storage 
sites and supervision of new and expanded contracts. 

Chicago operations office, +$7,000.—Travel required to handle expansion of 
aircraft nuclear propulsion program. 

Washington headquarters, + $170,000.—The program of international coopera- 
tion in the atomic-energy field will require $75,000 for overseas travel in 1956. 
Administration of the program for licensing commercial, medical, and research 
yses of atomie energy and related activities with respect to the civilian applica- 
tion of atomie energy will require additional domestic travel estimated at $40,000 
in 1956. The travel of scientific, technical, professional, and administrative em- 
ployees for training at approved educational institutions, as authorized by section 
i61 (n) of the Atomie Energy Act of 1954, will require an increase of $15,000. 
An additional $40,000 in travel from the Washington headquarters will be required 
for (1) trips to laboratory and contractor sites in development of new reactors, 
and (2) military, medical, and other travel related to tests. 


3. Other objects, $5,212,000 


Includes costs of communications, rents, utilities, supplies, maintenance, and 
other services for 10 operations offices, 15 area offices, and the Washington head- 
quarters Also included under this heading are supplies and services required for 
the Technical Information Service printing and reference facility and the con- 
tractual cost of operating the American Museum of Atomic Energy at Oak Ridge 
The costs of the AEC contribution for employee group life insurance (Public Law 
598) are included in the amounts of $70,000 in fiscal year 1955 and $80,000 in 
fiscal year 1956. 

The reduction of $101,000 in other objects costs during 1956 anticipates savings 
of $70,000 annually in the cost of operating the Technical Information Service, 
Oak Ridge extension and other savings consistent with projected reductions in 
employment. 

The distribution of other objects costs by operations office appears in the follow- 
ing table: 

Office and location Fiscal year | wie Joes 


Grand Junction Operations Office, Grand Junction, Colo-. ‘ $123, 000 $140, 000 
Hanford Operations Office, Richland, Wash-..-- i 445, 000 439, 000 
Oak Ridge Operations Office, Oak Ridge, Tenn.-. 1, 002, 000 | 999, 000 
savannah River Operations Office, Smee Ga_-_-- 327, 000 327, 000 
Santa Fe Operations Office, Albuquerque, N. Mex. 727, 000 741, 000 
San Francisco Operations Office, Oakland, Calif... ihe 158, 000 151, 000 
New York Operations Office, New Y ork, ace ae 189, 000 | 183, 000 
Idaho Operations Office, Idaho Falls, Idaho. ._---- : : 196, 000 196, 000 
Chicago Operations Office, Lemont, Ill_--- , 255, 000 | 255, 000 
Schenect: uly Operations Office, Schenectady, N. Y--- ‘as 39, 000 39, 000 

_ _ Total, field 3, 461, 000 3, 470, 000 
Washington headquarters, Washington, D. C., and extensions, Oak Ridge, 
) ‘i bs 1, 852, 000 1, 742, 000 


5, 313, 000 5, 212, 000 


—_—_———___. 


The reasons for changes, by office, are summarized below: 

Grand Junction operations ‘office, + $17, 000.—Additional cost of supplies and 
services attendant to increased employment. 

Santa Fe operations office, +$14,000.—This increase represents the cost of 
services previously furnished by contractors. 

W ashington headquarter rs and exte nsions, —$110,000.—Savings in the cost of 
operating the Technical Information Service, Oak Ridge extension, in the amount 
of $70 ,000, and a reduction in service costs of $40,000. 
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REDUCTION IN OVERTIME PAY 


Mr. Razavt. Part of the decrease in administration is attributable 
to a reduction in overtime. It is noted on page 121 that Idaho js 
singled out as one of the areas reflecting a reduction in overtime. Will 
you enlarge upon this and explain the need for overtime pay in certain 
areas? 

Mr. Fiexps. We have a requirement for overtime pay from time to 
time because of peak periods that come in the work where we just 
have to have overtime work by employees. 

Mr. Rasavur. Off the record. 

(Discussion off the record.) 


STAFFING AT NEVADA PROVING GROUNDS 


Mr. Rasaut. Very well. Now I would like to discuss one other 
matter, staffing at the Nevada Proving Grounds. This is not a big 
item. But again it is in the report by the General Accounting Office 
that I quoted from before. Here is what the report says: 

We noted that there were 26 AEC employees at an area office where the principal 
function is the administration of the 2 contractors who maintain the Nevada 


proving grounds. This number is just one less than the number employed during 
the time when the tests are conducted. 


So even while the tests are conducted, you need only one more man. 


One employee resigned and was not replaced. In addition, we notice that 
most of one contractor’s employees, both administrative and operating, work at 
the site of the proving ground, and because of the distance from the nearest cit) 
they are paid special per diem allowances. The need to have the administrativ 
employees on duty at the test site is doubtful. 

That is criticism from the General Accounting Office. What have 
you to say with respect to that? 

Mr. Freups. I don’t know the period of time to which they are 
referring, but between actual operational periods of the tests is when 
most of the construction and preparation for the tests takes place. 
That is when you build the firing area, the towers that go into it, 
and make the general preparations for the test. 

Mr. Rapaur. They figure that those people ought to be put on 
temporarily at the time you have a test, and there ought to be a 
minimum of employees at it the rest of the time. That is what the 
next paragraph says. 

Mr. Fretps. That is correct. It takes something like 6 to 9 months 
to do the construction work that is associated with one of these tests 
in advance of the test period. ; 

Mr. Rapavurt. Are these people that work with the construction 
contractors? 

Mr. Frietps. No, sir. 

Mr. Rasavut. They just stand around and watch them? 

Mr. Fietps. These are the Atomic Energy Commission employees 
who supervise the work that goes on there and supervise the execution 
of the contract. We have an architect engineer firm employed there 
who do the design work and the inspection of the construction that 1s 
done by another contractor there. We have to have an administrative 
group to supervise those contracts, and for the contacts back with the 
laboratories to get the criteria and the plans for things that have to 


be built. 
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What I am saying is that between tests there is still a lot of opera- 
tions that go on at the proving grounds. It is preparation and 
construction primarily in advance of the test. 

Mr. Rasaut. And they have a note which says, “Who maintain 
the Nevada Proving Grounds.’ ‘Those are not the people who are 
watching the contractors or watching what the contractors are doing? 

Mr. Freips. The contractors maintain the proving grounds. 

Mr. Rasaut. These are the people who are working around on the 
gounds. You have to have just as many there when you are not 
making any tests as you do when you are building a building? 

Mr. Frecps. As I say, I don’t know the period they are talking 
about here. 

Mr. Rasaut. Suppose you look into it. We have called your 
attention to it on the record. 

Mr. Frevps. I will do that. 

Could I say something off the record? 

Mr. Rasaut. Yes. 

(Discussion off the record.) 


INCREASE IN LIMITATION ON PERSONAL SERVICES 


Mr. Rapaut. On page 117 and recorded also in the bill, since there 
is a decrease in the program direction and administration which 
contains principally personnel services, why do you request an in- 
crease in the limitation on the personal services in the language of the 
- What accounts for such an increase? That is on page 118 of the 
bill. 

Mr. Fizritps. The program you are looking at here is for program 
direction and administration, which is the category of general direction 
of AEC programs for the programing, budgeting, contract administra- 
tion and activities of that nature. We have certain AEC personnel 
who are charged specifically to the programs that we have gone 
through. ‘These will be inspectors in plants where weapons are being 
produced. They will be couriers who do courier service in shipments 
of materials. They may be the employees at the Nevada Proving 
Grounds, or some of them. ‘These employees are charged directly to 
the program. 

This is what we call our program direction that we have been talking 
about, program 8000. Each of the other programs like weapons or 
fssionable material production or raw materials will have other 
employees who are doing direct program work as opposed to adminis- 
tation and supervision of programs. 

Mr. Ranaut. One of those comes in this category. 

Mr. Fretps. The program administration comes in this category. 
ltincludes all of us here, for instance. 

Mr. Rasaut. Does it come under that limitation in the bill? 

Mr. McCartuy. Yes. The total of $38,202,000, Mr. Chairman. 

Mr. Ranaut. Did you have this sort of division before? 

Mr. McCartuy. Yes, sir; we did in each of the past years. It 
breaks down into the $26,330,000 required in this program. There 
8 $11,872,000 for personal services in other programs of the budget. 
_ Mr. Rapaut. What is the percentage of this amount that really is 
i other programs? 

Mr. McCarrny. The percentage of the total? 
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Mr. Rapavut. We will make it easier. Will you supply for 
record a breakdown? 

Mr. McCarrtnuy. We will be glad to, sir. 

(The information referred to follows:) 


Average water and cost ¢ of AEC ett rect employment Gretrioution by program 





| 

r - 
Average num- Cost (in | 
| 














Program title fall | Percent of 
08 aa thousands) total cost requ 
Ss Bode eee adhd abalsiss si \ 
AA See eee he oe ee isa ® 439 | $2, 387 | 
a ee ee) eee | on de odaie 198 1, 276 | 
ent 8 nee wien siseee pais iechaticeseesed haa eos aiew aa aed 1, 034 | 5, 822 | 
Reactor development_-______..__- ailing rs Te 224 | 1, 239 | % 
Biology and medicine....................- ia chiuiie neat eed am 64 327 W 
RINE enna cde eran nee ube weabor Saddthicaliteletiasda 154 821 | 
Seana ‘ ~ 
Total other programs__ bie haudeniseuscneaeieal 2,113 11, 872 pac 
Program direction and administration _- uate adeno aiteeen ean 4, 283 26, 330 i M 
cites ondenuelineibenconies 


Total AEC direct employment.._-.-.._._....--.---._-- 6, 396 38, 202 r oo 
; divi 
esta 





Personnel included under Program Jirection and Administration are engage 


in executive management of program operations; negotiation and administratia Beal 
of contracts; development and application of standards and control measur M 
for internal security and protection of Government funds and property; and 

supporting administrative services. Personnel charged to other programs an M 
directly engaged in operation or security protection of plants, lat oratories, 0 ™ 


other operations. This includes, for example, geologists and others involved it 
exploration under the raw materials program, the operation of the New Brunswick 
Laboratory under the fissionable materials program, operation of the New York M 
Health and Safety Laboratory under the biology and medicine program and they ¢} 
perimeter guards protecting plants at Oak Ridge and elsewhere. 


Mr. Rasauvt. Is there anything you wish to add? the s 
Mr. Fieups. I think I have said everything I have to say on that to ¢! 
W 


PREPARATION OF ADMINISTRATIVE REPORTS 


Mr. Rasaut. We have been advised that last year you made some \ 
progress in reducing the time you spent on reports. What progres expe 
has been made in this direction during recent years, and what are thal \j 


results? Let us take it in recent months. In V 
Mr. Frexps. I am not sure that I understand that question, sir. 
Mr. Rasaurt. It was stated last year that you had made progress! D 


reducing the time that you spent on reports. I would like to know 
what you are doing about that now, and whether you are still workin 
on the reduction of time consumed in making out reports in order thai” \j 


you can be devoting more of your time to the real purpose of the a M 
tivity. on t! 
Mr. Fiexps. I don’t have a reply I could make to you here today \y 


myself. I am just new in this position and I could not very well 
handle that one. I do think we are attempting to reduce reports, al 
that certainly is gomg to be my intent. 
Mr. Rasavut. What do you know about it, Mr. Commissioner? M 
Dr. Lissy. I am only a freshman also, having been here only 6 
months. But I noted the other day they ran out of a particular bran 
of green paper that they use. M 
Mr. Fieups. May I ask our controller, Mr. Burrows, to speak 0M 
that point? 
Mr. Burrows. Last year, we surveyed every specific report, and 
number of them were reduced in content, and some were eliminate 
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, r. Since that time no new report can come in unless it is 
specifically proven that it is absolutely necessary for the conduct of 
the work. While we have not made any great reduction over the 
previous reduction we made, it is because we feel that we have gotten 
own to the minimum we needed to operate with. 

Mr. Rasaut. You think you have it down to a minimum? 

Mr. Burrows. As far as we know, sir, we have. Any new report 
requires specific justification. 

Mr. Ranaut. I would like to have you keep watching that matter. 


STENOGRAPHIC POOLS 


What, if anything, has been done to establish stenographic pools 
and reduce the ratio of stenographers to total employees? 

Mr. Smita. We reviewed that across the Commission as a whole, 
and there have been small pools established here and there in individual 
divisions. We found that it would just not be economical to try to 
establish a pool for the Washington office with four locations and 
scattered around the way we are. 

Mr. Rasavt. It all depends on how many people you have in 
one place. 

Mr. Smrrx. We do have some small pools in individual divisions. 
Qur studies indicated it would not be economic to try to do it on an 
all-out Washington basis. 

Mr. Fietps. One of our problems in pools in certain areas is security, 
in that our information, although we are all cleared, is sometimes com- 
partmentalized as between one division and another. For instance, 
the stockpile information, many people in this room do not have access 
to that. So you have this problem. 

We also are in different locations here in Washington in three 
seperate buildings. So it is a very difficult problem to have a central 
pool. 

Mr. Rasaut. Is anybody in charge of trying to watch these 
expenses? 

Mr. Fretps. Yes, sir. The managers of operations themselves. 
Ih Washington here it would be an administrative management prob- 
lem. The same would apply in all the operations offices. 

Dr. Lrspy. I would say the General Manager is in charge. 

Mr. Rasaut. The right man was answering the question. I think 
you should watch it because we will ask you about that again. 

Mr. Fieips. We will take a look at that, sir. 

a Razaut. Have you said everything you think you should say 
on that? 


Mr. Fietps. Yes, sir, I believe so. 


Security INVESTIGATIONS PROGRAM 


Mr. Rasaut. The next item appears on page 126. This is the 
“curity investigations program. 

Mr. Frexps. Yes, sir. 

Mr. Ranaut. I notice that the appropriation for 1955 was $9,580,- 
000, and the request for 1956 is $5,720,000, or a decrease of $3,860,000. 

°w much money have you unexpended in this account? 


63240—55—_29 
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Mr. McCarruy. Not a whole lot. It will run pretty tight for thy 
balance of the year, because we have some cases now that we have ty 
send to the investigative services. The operating costs through the 
month of March on the security investigations ran to $7.7 million, 
leaving us a monthly balance for the last 3 months of something les 
than we have been running. 


Mr. Rapaut. You are going to run considerably less per mont) 
hereafter. 

Mr. McCarruy. We estimate that it will be just about the same. 
We have been running about $700,000 a month. The $7.7 will leaye 
us $1.9 million for the last 3 months. It will be a little short of the 
$700,000 average for the last 3 months. 

Mr. Rasavut. But you are going to run $3 million less next year. 

Mr. McCarrny. Yes. 

Mr. Rasautr. Why does it have to run so high in June and run so 
high in July? 

Mr. McCartuy. This is a big drop from the beginning of the year, 

Mr. Rasaur. You mean you have been doing a sliding scale since 
the beginning of fiscal 1955? 

Mr. McCarruy. With the Atomic Energy Act of 1954, as the 
General Manager mentioned before, we don’t have to investigate as 
many. 

Mr. Rasaut. I remember that. 

Mr. McCarruy. So there will be less cases next year. 

Mr. Raxpaurt. I will insert in the record pages 126 to 128, inclusive 
of the justification. 

(The justification is as follows:) 


SEecuRITY INVESTIGATIONS PROGRAM—OPERATING CosTs 


Program statement 
Tatiiete fens weer 4060 i oct otc i Soe ced oe OCs. ee $5, 720, 000 
SUGtORIE, THOORL. SEOT LO OO adeii dw hob Sclewn es cee pewcbueeceomns 9, 580, 000 


NEI 3 eee en Os Se! ___. $3, 860, 000 


This program covers the costs of security investigations required by the Atomic 
Energy Act of 1954 which, as a means of controlling access to restricted data, 
provides that no individual shall be permitted access to restricted data until the 
United States Civil Service Commission, or, under certain conditions, the Fed- 
eral Bureau of Investigation has made an investigation and report to the AEC 
on the character, associations, and loyalty of such individual and the AEC has 
determined that permitting such access will not endanger the common defense 
and security. Published policies and standards provide guidance for determining 
need for security clearances. 

The reduction in the estimated cost of this program in fiscal year 1956 as com- 
pared with fiscal year 1955 is due principally to the impact of the Atomic Energy 
Act of 1954 which (1) authorizes the use of national agency checks (for “L” 
clearance) at a cost of $3.90 each, in lieu of full background investigations (for 
“Q”’ clearance) at a cost of $230 each for certain categories of restricted data, 
and (2) relieves AEC of the responsibility for investigating large numbers of 
Department of Defense personnel. 

Clearance needs of AEC contractors account for approximately 75 percent of 
the number of full field investigations estimated for fiscal year 1956, the remainder 
being attributable to clearance needs of AEC (5 percent), reinvestigation program 
(8 percent), and “Other’’ (12 percent). 

Distribution of investigative caseload between USCSC and FBI is based upon 
Commission-approved criteria for determining positions of a high degree of 
importance and sensitivity pursuant to provisions of the Atomic Energy Act 
of 1954. 

The cost of completed cases and the number of completed cases is shown 2 
the following table with related information on cases in process at the close of 
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each fiscal year and the number of new cases to be referred to each investigative 
agency. Completed cases represent the number referred to the investigative 
agencies during each year, adjusted to changes in numbers of cases in process 
from the beginning to the end of the year. 


Summary of estimates 


Fiscal year Fiscal year 
1955, esti- 1956, esti- 
mate mate 


Fiscal year 
1954, actual 





1. Number of new cases referred to investigating agency: 
Federal Bureau of Investigation_- 24, 859 15, 000 11, 000 
Civil Service Commission...-.......--------------.- - 29, 976 22 500 14. 900 
54, 835 37, 25, 900 


2, Number of cases in process at end of year in investigating | 
agency: ee , 
Federal Bureau of Investigation | , 148 2, 100 
Civil Service Commission 3, 945 2, 2, 200 
Total , 10, 093 4, 300 


3. Cost of completed investigations: | 

Number of ‘‘Q’’ case 

Investigation z ; ; ; 29, 206 19, 050 11, 000 

Cost per investigation $205. 45 $205. 45 $205. 45 

Total cost, FBI be leekat $6, 000, 373 $3, 913, 000 $2, 260, 000 
Number of ‘‘Q”’ cases completed by Civil Service Com- 

mission wae 29, 412 24, 200 14, 900 

Cost per investigation : $224 $233 $230 


Total cost, CSC ‘‘Q”’ cases a $6, 592, 530 $5, 642, 000 $3, 418, 000 


Number of ‘‘L’”’ cases completed by Civil Service Com- | 
6, 500 | 11, 200 
$3. 90 $3. 90 
$25, 000 $42, 000 


Total cost, security investigations program__-..-.--- _.| $12, 592, 90: $9, 580, 000 


JUSTIFICATION OF ESTIMATES 


The estimated number of personnel investigations are based on requirements of 
the AEC, contractors to the AEC, other Government agencies and interested 
individuals for access to restricted data. Cost per unit of investigation is based 
on cost data developed by each investigating agency and reflects the average cost 
per fiscal year. 

Asummary of the number of full field investigations (Q) for fiseal year 1956, in 
relation to category of personnel for whom investigation will be required, is shown 
in the following table: 


Number of full field (Q) investigations to be referred to investigative agencies 


Fiscal year Fiscal year Fiscal year 
1954, actual 1955,estimate 1956, estimate 


Category of personnel 


1, 005 1, 200 1, 200 
fi ; 14, 981 5, 400 1, 500 
“in actor (operating) 16, 688 19, 000 18, 200 
Miltary _ ; $ 12, 785 6, 400 0 
Other... 4, 309 3, 000 3, 000 
5, 067 | 2, 500 | 2, 000 





54, 835 | 37, 500 | 25, 900 








. The number of investigations of contractor construction employees decrease 
1955 and 1956 anticipating completion of major construction and the implemen- 
tation of the Atomic Energy Act of 1954. Requirements for investigations of 
operating contractor employees include clearances of employees for the operation 
of new production facilities. Investigations of military personnel are excluded in 
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fiscal year 1956 pursuant to an agreement between the Atomic Energy (Coy. 
mission and the Department of Defense under the Atomic Energy Act of 1954 
The reinvestigation of previously cleared personnel is continued at a reduced level 
to protect the atomic energy program from individuals whose clearance eligibjlity 
may have changed since the date of their previous clearance. ; 

The use of national agency checks (“‘L” type investigations) was instituted jy 
November 1954. Fiscal year 1956 will be the first full year that national ageney 
checks will be used with an increase from 6,500 “L’”’ investigations in 1955 to 
11,200 “‘L” investigations in 1956. 


INCREASE IN NUMBER OF CSC INVESTIGATIONS 


Mr. Rasavt. The figures on page 127 reflect that in 1954 the FB] 
and Civil Service Commission handled almost the same number of Q 
cases. This year the CSC will handle approximately 20 percent more 
cases, and in 1956 you plan on having them do 35 percent more. [p 
view of the fact that each case handled by the FBI is $24.55 less costly, 
what accounts for this trend? 

Mr. McCartuy. The FBI about 2 years ago wanted, as you prob- 
ably know, to get out of this business as much as possible. This was 
one of the reasons that the Civil Service was brought into the investigs- 
tive field. However, there are certain sensitive positions under the 
criteria of the Atomic Energy Act which the FBI handles. So that 
the break between the Civil Service Commission and the FBI is based 
on the criterion of sensitivity. The FBI also handles some of the 
other work. This is the reason why the Civil Service Commission is 
getting the bulk of the larger portion of the investigative work. 

Mr. Rasavt. Is it discretionary with you? 

Mr. McCarruy. You mean the Commission? 

Mr. Rasavut. That is, having the FBI do it? 

Mr. Frexps. It is in the sense of determining the sensitivity of the 
information from that criteria. 

Mr. Rasavt. It is not a question of us playing: up to any agency. 
It is a question of us getting the security we want and getting it at 
the best price we can because John Doe pays the bill. 

Dr. Lissy. I think perhaps the General Counsel might have 4 
remark. 

Mr. Rasavut. Very well. We would like to hear from the General 
Counsel. 

Mr. Mircue.i. Under section 145 of the Atomic Energy Act of 
1954, the Commission is directed to get background investigations 
from the Civil Service Commission before permitting access 
restricted data, with the further provision that if the investigation 
made develops any data reflecting on the loyalty, then the case must 
be referred to the Federal Bureau of Investigation. 

Mr. Rasaut. Is that provision of the law going to tend to decrease 
in cost or increase the cost of this department? 

Mr. Freups. These estimates are on the basis of that law, sir. 

Mr. Mircue.u. There is one further point, Mr. Chairman. 

Mr. Rasavt. It is not the whole thing. 

Mr. Mircue.u. With respect to the law, sir, there is one furthet 
point. ‘The Commission itself is given discretion to designate cera! 

ositions as being sensitive, and those are to be investigated by the 

BI. 

Mr. Rasavrt. Do you believe, from your experience with it thus fat, 
that it will result in savings? 
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Mr. Mrrcue.u. I think the General Manager can speak to this part 
better. : 

Mr. Fretps. Savings under the new law are reflected in the reduced 
costs estimated for fiscal year 1956. There are certain categories of 
information that require clearance, but a much lower level of clear- 
ance than these thorough investigations by the FBI and the Civil 
Service Commission. This is what we call an L clearance, which is 
really a national agency check, that we use instead of a full field 
investigation. This reduces the number of field investigations we 
need, and gives them access to the information they need. 

Mr. Rasaut. We have to depend upon the discretion of the people 
in the agency as to who should have what type of clearance. But on 
the other hand, the agency, too, should have in its mind what the cost 
is going to be. If there are any suggestions that can be forthcoming 
from the agency to keep these costs down, you should do it. 

Mr. McCarrtuy. I think we should point out, Mr. Chairman, that 
the unit costs are something we have no control over. 

Mr. Ranaut. No; but there are times when you can make decisions, 
not that we want to put anything in jeopardy. This committee is 
just as determined that this should be as secret as possible, but with 
it all, you have to have some respect for money. 

Mr. Fieips. Sir, we have attempted to reduce these costs, and one 
of the reasons for the new provision in the act is that there seemed to 
beno reason to duplicate top-secret clearances that military personnel 
had by giving them a full background investigation and a Q investiga- 
tion for certain kinds of information. It is now provided that the 
Secretary of Defense can certify and clear his own people. This sort 
of thing we are alert to. 

(Discussion off the record.) 


DUPLICATION OF SECURITY INVESTIGATIONS 


Mr. Puiuurps. I think the chairman has covered this, but I want 
to cover it a little more fully. What duplication is there now between 
the AEC and any other agency of the Government in the investiga- 
tion of cases which have been given clearance by one agency, and then 
are again investigated by your agency? What steps are duplicated or 
what categories are duplicated? 

Mr. McCartnay. I think what Mr. Phillips is referring to is where 
one agency has an investigation made for a top-secret clearance, 
and when they require a Q clearance, there is another investigation? 

Mr. Putuurps. I am not sure it referred to Q clearance. You come 
Up, in an investigation of a civil-service person, to a certain level and 
beyond that you branch off into the various categories of higher level 
clearances. I am still under the impression that we may not have 
gotten completely away from duplication. Some people are cleared 
and if they want clearance from you, you duplicate some of the investi- 
gation previously made. Am I right or am I wrong? 

Mr. McCarruy. It is my impression, and this is my impression 
subject to check, that certainly the information that is compiled by 
the FBI or Civil Service in an investigation is picked up again at the 
lime a person is investigated. His file is completed up to a certain 
point. I don’t believe—I would have to check this, that they go back 
to the beginning again and recheck all the facts. 
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Mr. Mirtcue.v. I think I can answer this, Mr. Phillips. The Ciyj 
Service Commission does maintain a central file, and whenever yw 
want to get an investigation, or similarly the FBI, we take advantag 
of any material that is already available. We may have to bring ; 
up to date. Of course, if there was not a previous full backgroun 
investigation, we may have to go and do that from the start. W, 
don’t go over the same ground that has been covered. We use ayail. 
able material. We have to conduct our own evaluation of this mate. 
rial as distinguished from the gathering of the facts. 


CHANGES IN INVENTORIES 


Mr. Rasaut. We will move on to changes in inventories, on page 
129. 

Mr. Frietps. Yes, sir. 

Mr. Rasavt. We will place in the record pages 129 to 135 of the 
justifications. 

(The justification is as follows:) 


CHANGE IN INVENTORIES 


Program statement 


Batimate, fiscal yoar 1066................<< sits Soir Sh ean wd dau gat 
Estimate, fiscal year 1955__-__- plies a onl Spas ides ewenecaan ce eee Oe 
SONG ¢ cA ct ortiasiieeee et dice cudndsotu ames aed 2, 387, 000 


AEC inventories are normally financed by the issue of inventory items to users 
whose programs are charged for the cost of the items as they are withdrawn from 
inventory. Funds made available to inventory accounts by these issues are 
then used for replenishing inventories, and the cost of the items is charged to 
operating programs. It is only when the total inventory must be increased to 
serve new or expanded activities that additional appropriated funds are required. 
The estimate for inventory appropriations for AEC has taken into consideration 
the credit for receipts from sale of excess stores which amounted to $1,416,474 in 
fiscal year 1954 and is estimated at $2,600,000 for fiscal year 1955, and $950,000 
for fiscal year 1956. 

Inventories break down into 7 major categories: (1) Current use; (2) special 
process spare parts; (3) work in process, returnable containers and scrap; (4) 
standby; (5) excess; (6) special reactor materials; and (7) other special materials, 
The first five of these categories make up the general category of stores inventory. 

Overall, requirements for stores inventory increase by $2.1 million in fiscal 
year 1956 from the fiscal year 1955 level. This change is attributable to 4 
further increase in spare-parts inventory for new or expanded plants coming 
into production in fiseal year 1956, and to increases in the work in process, return 
able containers and scrap category due almost entirely to large additional amounts 
of nickel scrap which will be generated by the Oak Ridge Operations Office in 
fiscal year 1956. ; 

The major change in inventories is in connection with special reactor materials 
which will require an increase of $12.4 million in fiscal year 1956. 
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Civil Summary by inventory 
er We 
Ntage Increase or 
aS Actual, Estimate, Estimate, | decrease (—) 
Ing It 1954 1955 1956 in inventory 
| O54 
round wsf pavterh 
We 
a Palance at end of year 
avail- 1, Current use inventory..............-...-| $45, 549,809 | $46, 568,809 | $45, 716, 809 — $852, 000 
mate 9. Special process spare parts inventory - --- 14, 656, 480 25,751,480 | 28, 164, 480 2, 413, 000 
- 3. Work in process, returnable containers 
SRI pv iether sn ns cicaciernnsis 3,405,928 | 2,339,928} 3, 180, 928 841, 000 
4. Standby inventory---............------- 3, 304,516 | 1,107,516 | —-1, 040, 516 —67, 000 
Pg EEL ELS 1, 596, 614 | 895, 614 | 672, 614 | —223, 000 
Total stores inventory_.......-.------- 68, 513, 347 76, 663, 347 78, 775, 347 | 2, 112, 000 
6. Special reactor materials_.........-----.-- | 16,142,443 | 16, 586, 443 28, 941, 443 | 12, 355, 000 
page 7. Other special materials -.-...-..--------- 3, 858, 368 7, 344, 368 7, 344, 368 0 
D _ ee eereeceensnsencnena | epnpmeneneenseeneeesnesemeneesass | enaessnsnsnsen a . 
Total, all inventories. ............---- 88,514,158 | 100,594,158 | 115,061,158 | 14, 467, 000 
Increase or decrease (—)......------.---------- | —4,243,370 | 12,080,000 | 14, 467, 000 re 
of the sie _— el a oan 
_ Current use inventory, decrease — $852,000 
Current use inventories include inventories of supplies and materials which 
lare normally used or consumed in the production of source and fissionable materials 
and weapons, or in the operation of laboratories, towns, and administrative facili- 
ies. These inventories, a large part of which are in the possession of contractors 
ho operate Commission facilities, include the following types of supplies: 
57, 000 Mechanical materials and supplies 
80, 000 Metals and metal alloys 
a Electrical materials and supplies 
87, 000 Fuels and lubricants 
Chemicals and compounds 
, i Building and road materials and supplies 
dupe Electronic supplies 
» ra Hardware and smail tools 
re . 
e Laboratory supplies 
a ; Motor vehicle and heavy mobile accessories and repair parts 
juired, 


Office materials and supplies 
Clothing 
Custodial materials and supplies 
Medical materials and supplies 
The continuous effort to keep stores inventories at a minimum consistent with 












‘ration 
474 in 
50,000 


~—e operating requirements has resulted in a reduction in the estimated current use 
oe stores inventory in fiscal year 1956 below the requirements for fiscal year 1955, 
“ = despite the new and expanded facilities which will come into production in fiscal 
DVOry, 


vear 1956, 

Increases of $0.9 million required at the Hanford, Oak Ridge, and Grand 
Junction operations offices, because of new or expanded facilities, are more than 
offset by reductions of $1.8 million in other operations offices; reductions made 
a aresult of increased effectiveness in gearing stores procurement to stores turn- 
over rather than because of any reduction in the production load. 

The inventory levels are as follows: 


- fiscal 
> toa 
oming 
eturn- 
1ounts 
fice in 











terials . ae s - | eo 
tual fena}| Estimate, | Estimate, 
a fiscal year | fiscal year 
aye ; 1955 1956 
inventory at end of year: 
RN oo RS. ae ectawabnenas $45, 605 809 | $46,568,809 | $45,716,809 
RS a | 56, 000 0 0 
Net current use inventory... ............--.------------- 45, 549, 809 46, 568, 809 | 45, 716, 809 
Increase or decrease ren SRO SON non nce cnn ncinneaws ple naemanapes eee 1, 019, 000 | — 852, 000 


iti cecateaae 1 ain 


«. Special process spare parts inventory, increase $2,413,000 

This inventory includes items used to replace parts of special process capital 
‘qulpment and are limited to those which are obtainable only by special manu- 
acture and are unique to the AEC program, usually acquired as spares to the 
onginal complement of equipment. 
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The increase of $2.4 million is related exclusively to the procurement of initig 
spare parts at new or expanded plants which will come into operation in fiscy 
year 1956. Increases amounting to $3,009,000 are offset by planned reduct ions 
of $596 ,000 shown below: 








TIN arin tana geet aha linak ake bd Men aueeb hic tipoil $225, 009 
ES: tices nies a ht CAE ns Sie wis te he aaah ‘ 390, 00) 
Portamouts.....-....... Pete ha tat dra ehlgemavenet ae 2, 394 0000 
Otel Meresees bcs em ec cua os shin ann WARES be alana _.. 3, 009, om 
Leas reductions at other locations........... 02a SU cet 596, 000 
Net increase. _-._._- es ebb ieRe of = Se Perry ote 
The inventory levels are as follows: 

| Estimate Estimate 

| Actual, fiscal ’ “tier phatea 

tee, fiscal year fiscal year 

| year 1954 1955 | 1985 





| 
Inventory at end of year: 





FREES. . |... nechanetnubabaessencekteammeten $17,911,786 | $28, 043, 786 $29, 179, 1 
i RE Ek then incidents conhndndoneanatiie 3, 255, 306 3. 292, 306 | 1, O15, 30 
pdms tik 7 nal 

Net spare parts inventory............-.....-...----.-.- 14, 656, 480 25, 751, “480 | 28, 164, 


Increase or decrease (—) during year. .............-..-...-.--.]---.-..--.--.. | 11, 095, 000 | 2, 413, 





3. Work in process, returnable containers, and scrap inventory, increase $841,000 

This inventory covers: (1) costs incurred in fabricating stores inventory items 
from basic stores parts or otherwise processing stores held by AEC or its con 
tractors; (2) AEC-owned reels, drums, and other containers designed to hold 
materials while in transit and which the receiver returns when the materials have 
been removed; (3) the scrap remnants of stores which have been processed, and 
all deteriorated, damaged and obsolete stores items not usable for their original 
purpose and being held for disposal through channels or procedures other than 
those followed for excess stores. 

Other than a small increase of $9,000 required by the Santa Fe Operation 
Office, the increased requirements for fiscal year 1956 are due almost entirely to an 
increase in the level of scrap generated at the Oak Ridge Operations Office. The 
inventory levels are as follows: 


| | 
Actual, | Estimate, | Estimate, 
fiscal year fiscal year | fiscal year 
1954 1955 1956 


} 
Inventory at end of year: | 
Gross inventory....-....--------.----.--- ished _.-.-| $8,405, 928 8 | $2, 339, 02s | $3, 190, 98 
Toe MARA IINIA NOE WAND 5a sid ohne nhnacccodsunditieo cn y 


| 





ROR Cop kectisl hal dead ace dosadshnchn ek | 3, 405, 928 2, 339, 928 | 3, 180, 9 
Increase or decrease (—) during year..--.-.........-.-.-..|.-..---------- —1, 066, 000 | 841, 0 





4. Standby inventory, decrease — $67,000 


This inventory includes only those materials, supplies, and parts held for futur 
operation of facilities placed in standby; those items stocked solely for use in the 
event of disaster, invasion, or other emergency; and items determined to ) 
stockpiled. As shown above, the fiscal year 1956 estimate anticipates a small 
decrease in this inventory account. The inventory levels are as follows: 











| - ’ 
; Actual oy Estimate | Estimate 
fiscal year | fiscal year | fiscal year 
| 1954 1955 | 1956 
|) ae ——_— 
Inventory at end of year: ne st 
pais NING. 5. cccnccvcrvakarducnatcheeerstibuasssoud $4, 783, 507 $1, 542, 507 $1, 468, oa 
Re A Be I hi once eens asirertenene ape sberwes 1, 478, 991 434, 991 | on 
Net standby inventory..................-..-----.-.---- 3, 304, 516 1, 107, 516 | 1,040 5 
Increase or decrease (—) during year.......-..-----.---.-.|-------------- -2 197, 000 —6i, 
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5. Excess inventory, decrease —$223,000 

This inventory covers materials, supplies, and parts which by reason of com- 
pletions or changes in operating programs or obsolescence become excess to the 
requirements of the holder, who is usually a contractor under a particular AEC 
operations office but may, in instances of contract termination or in other minor 
ways, be held by an AEC office itself. Pending determination as to whether such 
supplies ean be used by other AEC offices and contractors or should be declared 
surplus, the supplies are carried under the ‘‘Excess inventory’’ account. 

The fiscal year 1956 estimate reflects a net decrease of $223,000 in this inven- 
tory due principally to planned disposals of excess stores in fiscal year 1956 at the 
Oak Ridge operations office to the point that inventory balances will be reduced 
$161,000 by the end of the fiscal year. The remainder of the decrease ($62,000) 
involves similar but smaller reductions in other operations offices. 

The inventory levels are as follows: 





Estimate, 
fiscal vear 


Estimate, 


| 
Actual, fiscal fiscal year 
| fiscal yee 
| 


year 1954 








1955 1956 
— eect Se a meena 
Inventory at end of year: 
Gross inventory - - ------ : $7, 426,604 | $5, 545, 604 $4, 494, 604 
Less allowance for loss.............- —_— 5, 829, 990 | 4, 649, 990 3, 821, 990 
Net excess inventory-.- . nade J 1, 596, 614 | 895, 614 672, 614 
Increase or decrease (—) during year.........-._.- inca aide deta tad —701, 000 —223, 000 


6. Special reactor materials inventory, increase $12,355,000. 


This inventory consists of stocks of materials used in the construction and oper- 
ation of reactors for production and research purposes. The increase in fiscal 
year 1956 is related to requirements for stocks to support the operation of the 
increasing number of such reactors. (Additional information of a classified 
nature is presented on p. 136.) 


?. Other special materials inventory, none. 

This inventory includes stocks of materials which have a high monetary value in 
relation to volume or weight, and which require special accounting controls. 
’equirements for these materials are estimated to be the same in fiscal year 
1956 as in fiscal year 1955, therefore, no additional funds need be appropriated 
for this inventory account. 

The inventory levels are as follows: 








i Estimate, Estimate, 
a fiscal year fiscal year 
1955 1956 
Inventory at end of year: 

Gold____ cee tee Si dkk aot ements k oee a mame ak oar eee oor | $182, 618 $183, 003 $185, 217 
POU <.1.dbe de Gee ach cdekn tb eed- biek Lab bbb ass)~ phere = 44, 738 34, 132 | 34, 132 
4 | Reade ploy se Ttneiinnig— Miter mate ielie Ur tia re stcenall 1, 432, 851 1, 400, 106 | 1, 418, 681 
ees ee noe ee, eee ee ee ee ee | 2,167,360} 1, 857, 926 | 1, 851, 428 
RINE TORNONME tle db ebinin ce cen cuddnkakbandouccndabunann’ 0 | 3, 845, 000 | 3, 845, 000 
CIRO Si aullipek ee eek ied gk teen ke 0 eats adelaide ead 30, 801 | 24, 201 | 9,910 
TS cS ae a i eee ad pane 3, 858, 368 7, 344, 368 | 7, 344, 368 
Increase or decrease (—) during year_.....................- 556, 201 3, 486, 000 | 0 


| 


Mr. Rasaut. Here we have an increase of $2,387,000. 

_ Mr. Fietps. Yes, sir. This is a requirement for additional funds for 
inventories. The size of the inventories are increasing to serve the new 
or expanded facilities. If you would look on page 130, I believe you 
Would see the different categories of inventories that we have. All but 
three of the categories have decreases. The current use inventory in- 
cludes supplies of materials which are normally used or consumed in 
the production of source and fissionable materials or weapons and in 
the current activities under other programs. 
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Mr. Ranaut. Have you any real reason for having all these inyen. 
tories for 1954, 1955, and 1956, end with the figures $158? 

Mr. Frextps. No, sir, I believe that is completely coincidental, 

Mr. Rasaut. It is odd. 

Mr. Frevps. Yes, sir, that is very curious. 


SPECIAL PROCESS SPARE PARTS 


On category 2, which is the special process spare parts inventory. 
these are items related exclusively to the procurement of initial spare 
parts at new or expanded plants. The largest item in that increase js 
$2,394,000 for spare parts at Portsmouth. There are some increases 
and reductions at other locations to bring it to this figure of $2,413,000 

The third category showing an increase of $841,000 is almost 
completely related to the barrier materials at Oak Ridge. 

Mr. Rasaut. Item No. 5. 

Mr. Fire ips. Excess inventories are being reduced. The larges 
increase here in the inventories item is the $12 million item under 
special reactor materials. 

Mr. Rasaut. Explain the cause for that. 

Mr. Fietps. This is almost entirely due to stockpiling. 

(Discussion off the record.) 


STANDBY INVENTORY 


Mr. Rasavut. On page 133, does the decrease on standby inventory 
reflect less concern over possible disaster or emergency or what is the 
explanation? 

Mr. Fretps. Mr. Derry, could you answer that? Mr. Derry is 
the director of construction and supply. 

Mr. Derry. It is a reevaluation of the standby inventory in 
getting out all of those items that are not absolutely essential for 
invasion or disaster or fire. This has been continually going down. 
It also reflects taking out some of the items we had last year in this 
category, some special process spare parts. The decrease from 195i 
to 1956 and from 1954 to 1955, reflects elimination of those items 
from standby and putting those items into current use. In other words, 
items that have a use factor have been taken out, leaving only those 
small items in standby like a stock of butane gas at Los Alamos. 

Mr. Rasaur. Off the record. 

(Discussion off the record.) 


OBSOLETE MATERIALS 


Mr. Rapaur. On page 134, it is indicated that approximately 
$3,821,990 worth of materials will become obsolete or not needed. 
Though this amount appears to be decreasing, I think it was originally 
over $5 million yearly, is there any reason why it needs to be this large’ 

Mr. Frexps. It is coming down all right. “That is the best answer! 
can give. We are working on it. Why it has been so large I don't 
know. 

(Discussion off the record.) ' 

Mr. Rasaut. In 1954, that was $5,829,990. In 1955, it was 
$4,649,990. It is estimated to be reduced in 1956 to $3,821,990. 
The progress is good in so much as it is being reduced, but it is a lot 
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of money. Who checks up on that, and finds out how much of it is 
really obsolete, and what could be recaptured from it and so forth? 

Mr. Fretps. Mr. Derry, could you outline the sort of item that is 
in here in excess inventory? 

Mr. Rasaut. Can this be placed on the record as to the inventory? 
We do not want to know all the details, but what can be done about 
recapturing some money out of this huge sum that is in nonusable 
material for the agency? 

Mr. Derry. We do recapture as much as we can, Mr. Chairman. 
This is excess either by obsolescence or wear and tear. 

Mr. Rapaut. Or some new discovery that makes you desire the 
new thing? 

Mr. Derry. That is quite true; yes, sir. If we can find a way to 
dispose of this and dispose of it to other Government agencies and get 
a cash return, we do this. This is part of our handling of excess. 
If we cannot dispose of our excess inventories within the agency, and 
we have a pretty good record in this—I think our record on disposal 
of excess within the agency is around 58 or 55 percent of our excess 
inventories that we make use of at some other place—we get rid of 
it to other government agencies to a smaller degree, and if we don’t 
dispose of it there, then we sell it by auction sales or sealed bid sales. 

Mr. Rasaut. We really want you to give it a lot of attention. 
This is a lot of money. It is being reduced and for that you are to be 
commended, but it still is a large sum of money. There is almost $4 
million, and it ought to have a lot of attention. 

Mr. Derry. Yes, sir, we are watching it carefully. 


WorkKING CAPITAL 


Mr. Rasaut. Now we get to working capital. I will insert in the 
record pages 137 to 143 of the justifications. 
(The justification is as follows:) 


CHANGES IN WorRKING CAPITAL AND OTHER ADJUSTMENTS 


Program statement 


Estimate fiscal year 1956, reduction $9, 885, 000 
Estimate fiseal year 1955, reduction , 780, 842 


, 895, 842 


Changes in working capital and other adjustments are budgeted to reflect the 
difference between accrued AEC program costs, including changes in inventories, 
and cash expenditures The credit amounts in 1954 and 1955 represent primarily 
reductions in fund requirements related to the Commission policy of reducing 
cash advances to contractors and to an increase in accounts payable related to the 
increasing level of costs. The credit amount in 1956 continues to reflect an antici- 
pated growth in accounts payable related to the growth in the operating program. 


Summary of estimates 


Actual, Estimate, Estimate, 
fiscal year fiscal year fiscal year 
1954 | 1955 1956 





| 
. ‘ | i 
. Change in collateral funds $14, 250,000 | —$2, 100, 000 | —$100, 000 


pther working capital changes_..------._.--- | —33, 896,104 | —13, 664,842 | —10, 953,000 
- Losts incurred for others... _- ; , 736, 340 8, 310, 000 14, 518, 000 
» wévenues and other income , 544,121 | —17,318,604 | —19, 008, 166 

€ceipts returned to U. S. Treasury , 918, 442 6, 992, 604 5, 658, 166 


Total working capital changes and other adjustments. —47, 035, 443 | —17, 780, 842 —9, 885, 000 


—_—— 
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JUSTIFICATION OF ESTIMATES 


1. Change in collateral funds, — $100,000 


These funds, which consist of insurance collateral funds, employee benefit, and 
annuity funds were established under the provisions of contracts negotiated by 
the War Department. They were designed to provide for various extraordinary 
contingencies in the activity of cost-type contractors. For the most part they 
are held by trustees and invested in United States Government securities, No 
additional collateral funds have been established in the 3 years under consideration, 

The following schedule reflects the status of the collateral funds as of the end 
of fiseal year 1954 through 1956 by office and contract. 





Actual, Estimate, Estimate, 
Office and contract fiscal year fiscal year fiscal year 
1954 1955 1956 
Balance at close of year: 
Oak Ridge: Monsanto Chemical Co., employees benefit | 
I 8 6h ek a od ta edie See e ee abbas 8 eee ee ee 
Hanford: 
General Electric insurance fund, Travelers Insurance | 
NN ae a TR cas wasn egal seed uitatensiile | 10,500,000 | $10, 500, 000 $10, 500, 00 
General Electric employees benefit fund_....__....--- RED fencer eucesctes € besi-. ; 

duPont insurance fund, Travelers Insurance Co--.- --- 2, 100, 000 2, 100, 000 2, 100, 000 

Santa Fe: Los Alamos, University of California employees 
SITIES ha. Gadd Gahidn ndotoud sence tease deunsbeaae 1, 000, 000 1, 000, 000 1, 000, 00 
San Francisco: Berkeley, University of California em- 

ET I fe oe a eee ee anes 490, 000 490, 000 490, 000 
Chicago: University of Chicago employees benefit fund -_- 1, 000, 000 1, 000, 000 1, 000, 000 
New York: Columbia University employees benefit fund _- 800, 000 700, 000 600, 000 
Washington: University of California, Los Alamos, and 

University of Chicago insurance fund, Royal and Globe 
BOUT. ones aWnecdtnan vin bas ne neaeanendtuemdene sence 6, 000, 000 6, 000, 000 6, 000, 000 
PONE I BIg ooo ction cccbeoibeneeneeene 23, 890, 000 21, 790, 000 21, 690, 000 
Increase or decrease (—) during year..............-......----- —14, 250, 000 — 2, 100, 000 —100, 00 











2. Other working capital changes, —$10,953,000 

The major portion of the decrease in 1956 is attributable to the fact that the 
amount of liabilities outstanding at the end of the year are expected to increase 
as the level of the program increases. The excess of liabilities over assets of 
$82.8 million at June 30, 1956, represents goods and services received prior to 
that date for which payment must be made in subsequent years. 

The details of balances by office are as follows: 














| Actual, Estimate, Estimate, 

Office fiscal year fiscal year | fiscal year 
1954 1955 } 1956 
Balance at close of year: | ; 

a ES, WE OIRO... 5 65 inn eo che dec ae nccteonces $10, 059, 512 $15, 796,393 | $14, 854, 3% 
a | —4,019, 602 | —8, 700,500 | —12, 221, 500 
Is AS crak tenet chncnmusteckssccasutsawabaceas —29, 635, 201 | —46, 987, 152 | —56, 803, 152 
NEE 22. ah Aik thea, See lt dak dacaeie eden a thecek wa —1, 058, 031 —529, 261 — 529, 261 
NE NO ain tedin cian tng nb epth snk ew onan ben seundamalas 3, 136, 060 1, 970, 089 1, 970, 089 
he tend nonstbdt dd bin be Riitun caknensasanauemen 7, 175,413 | —10, 971, 028 —Q, 308, 083 
I ete ne tak dag epcnicontenergett Stooeecd | —2,918,069 | —2,492,970 | —2, 442,970 
GON Si i caicatdach. 2Uiseil ieee bade censiun nadie bic. | —4, 489,345 | —3,304,520 | —3, 404,520 
het icane ak chtenndifnds bahia bilimmenin ded mtaad | 728, 145 728, 145 778, 145 
ee | —1, 859,772 | —2,519,425 | —2, 519,43 
eee i Se aR ice aaa i Re ee een eons | —298, 993 —310, 174 | —309, 174 
ashington offices: s 
PEE PIII icaccx ccs sucdcincs<ounswanconseces | 152, 424 152, 424 | 152, 424 
Reactor development EE AS oh ee 400, 810 400 810 a 

a a ag eS ae 1, 880, 693 , 69% » 880, 
AOE G0 WAIMNB ase ids cewesc cons nceseencecece | —], 283,278 | —1, 283, 278 —1, 283, 28 
TI citi Ssitinir indents ~sneneetoossinets 769, 816 510, 196 510, 574 
Other Federal agencies_..............------------- | —36, 001, 282 | —15, 266,074 | —13, 514, 147 
Total other working capital....................--.---.-- —58, 152,410 | —71, 817,252 | —82,770, = 
Increase or decrease (—) during year....................------ | —33, 896, 104 | —13, 664, 842 | —10, 953,000 








8. Costs incurred for others, $14,518,000 


Costs are incurred in performing work or services for private industrial co” 
cerns and other Government agencies. All revenues resulting from this work 
(estimated to be in excess of costs) are applied to reduce the fund requirements 
of the AEC. 





Ha 
M 


1f 
ot 
fre 
ut 


> 


Mm. 
en 


IS 
pa 
co 
8p 


de 





854, 393 
221, 800 
R03, 152 
529, 261 
970, 089 
908, (33 
442, 970 
404, 520 
778, 145 
519, 425 
309, 174 


152, 424 
490, 810 
R80, 693 
283, 278 
510, 574 
514, M7 


: 770, 252 
953, 000 


| con 
work 
ments 


459 


(a) Research studies and assistance: Fiscal year 1955, $792,000; fiscal year 1956, 
§3,734,000.—In connection with the AEC’s expanding program for extending 
cooperation and assistance to industrial companies interested in the development 
of power reactors, costs will be incurred for the conduct of special studies and 
irradiations, preparation of technical publications, security investigations of 
industrial employees, and for the operation of the Reactor Training School at 
Argonne (this school is also open to foreign nationals). These costs are itemized 
as follows: 


FF 


Fiscal year | Fiscal year 
1955 1956 


—_—_—_—_—___—-----————————————— —_—_— —! 


special studies, 80 percent of charges $320,000 | $1, 760, 000 
Special irradiations, 80 percent of charges--.--...-.-------------------------- 80, 000 240, 000 
Publications. -- 20, 392. 000 
Security investigations : 23° 166, 000 
Reactor Training School, Argonne 676, 000 


3, 734, 000 





(b) Sale of special reactor materials: Fiscal year 1955, 0; fiscal year 1956, 
$3,,92,000.—Special reactor materials are used .in the construction and opera- 
tion of reactors. Additional information of a classified nature is presented on 
page 144. 

(c) Other charges and services: Fiscal year 1955, $7,020,000; fiscal year 1956, 
$7,020,000.—Costs are incurred for work and services performed of a more 
general nature including such items as (1) work performed or facilities provided 
for vendors at AEC communities, (2) hospital services provided at research 
hospitals, and (3) cost of safety equipment sold to employees. Estimates for 
fiscal year 1955 and fiscal vear 1956 are based on a straight projection of fiscal 
year 1954 experiences. These costs are itemized as follows: 





| Fiscal year | Fiscal year 
1955 1956 


Handling and gerviee CEREUS... 2.2~-~--gesccsennnennacacenceseesenes ioe 2 $2, 550, 000 
Utility charges 1, 650, 000 
Miscellaneous charges . : 2, 820, 000 


TON ..5 ace eee Gabaaenek dens seecnapendaswnewencseusursanseneswuinwde 7, 020, 000 





(d) Reimbursable work for other agencies: Fiscal year 1955, $498,000: fiscal year 
1956, $272,000.—Miscellaneous work is performed on a reimbursable basis for 
other Government agencies. The reduction in fiscal year 1956 results primarily 
from arrangements whereby the Army will assume direct responsibility for the 
utilities provided at Camp Hanford. 


4. Revenues and other income, —$19,008,166 


All revenues obtained from work or services performed for others and from 
miscellaneous sources are applied as a reduction to the total cost of the atomic 
energy program, thereby reducing appropriation requirements. 

(a) Kesearch studies and assistance: Fiscal year 1955, —$564,000; fiscal year 
1956, —$3,062,000.—Revenues are obtained from industrial companies partici- 
pating in the AEC’s program for extending assistance and cooperation to those 
companies in developing power reactors. Revenues are derived from conducting 
special studies and special irradiations, sale of technical publications, conducting 
Security investigations, and tuition at the Reactor Training School, Argonne. 
These revenues are itemized as follows: 


a 


Fiscal year | Fiscal year 
1955 1956 


—_—___ 








Special studies. ____ thee ee a | $400,000 | $2, 200, 000 
cera radiations... .............2.-. Beliices J 100, 000 300, 000 


P ublications 10, 000 190, 000 
Security investigations 0 186, 000 


Reactor Training School, Argonne 54, 000 186, 000 


564, 000 3, 062, 000 
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(b) Sale of special reactor materials: Fiscal year 1955, 0; fiscal year 1958 
— $5,432,000.—Special reactor materials are used in the construction and operation 
of reactors. Additional information of a classified nature is presented on page | 44 

(c) Other income: Fiscal year 1955, —$10,239,604; fiscal year 195% 
— $10,242,166.—Revenues are derived from royalties on natural resources, interes, 
income from collateral funds, and from work or services of a more general nature 
including (1) work and facilities provided for vendors at AEC communities, (9 
hospital services provided at research hospitals, and (3) sale of safety equipment 
to employees. These revenues are itemized as follows: 





Fiscal year Fiscal year 
| 195 56 


5 1956 
SID, on AO Et gle anc wisn inshes chepicnia ning iembinsinnanebin Saidoninpinieniiantslauag a aaaak ae | $720, 000 $780, 00 
I td Salk itl aan a i a ec ae Se | 619, 604 | 562. 168 
I I I ee dec css iccsaicas ee doaed ined nie Sesaasaaieimns dieousioneie 2, 700, 000 | 2, 700, 000 
Uy I I I acc eecisspeicecnoniainnie mimi enipl pao cenhei A COD 2, 000, 000 2, 000, 000 
Miscellaneous income. -- -_-..- Peeaaee esis be ee waaheasbenks pakuee 4, 200, 000 4, 200, 000 
ON Ral A a eed | 10,239, 604 | 10, 242,16 


(d) Reimbursable work for other Federal agencies: Fiscal year 1955, — $498,000 
fiscal year 1956, —$272,000.—Reimbursements equal to the cost are obtained 
from other Government agencies for whom work is performed by the AEC. 


5. Receipts returned to United States Treasury, $5,658,166 

The following receipts are reflected in the budget as a reduction to costs. Since 
these receipts are not retained by AEC, funds must be appropriated to offset the 
amounts returned to the Treasury. An itemization of these receipts is set forth 
below: 


| 

; saq}| LStimate, | Estimate, 

Item Actual, fiscal | fiseal year | fiscal year 
year 1954 | | 
1955 


1956 








Receipts returned to Treasury: 
SN CREP CIN ok oi ccnmcnbinsanmncmedssndsteeen sie $396, 089 $1, 532, 000 0 
Royalties___.__- Re ar ee ek en ee ey 654, 316 720, 000 $780, 000 
I Ta RR ic 5 oS ek hin cheek coed Diao é cial 818, 582 619, 604 562, 166 
Miscellaneous sales and charges.._..-...-.-.-------------- 1, 799, 455 1, 800, 000 1, 800, 00 
Excess community revenues............--.--.-..--------- 1, 250, 000 2, 321, 000 2, 516, 00 





PEt ee eee 4, 918, 442 | 6, 992, 604 | 5, 658, 166 


Mr. Rapsavt. You might make a brief statement about this if you 
desire. This is an increased reduction of $7,895,842. 

Mr. McCarruy. To arrive at the obligations, Mr. Chairman, we 
need to consider the changes in assets on hand. As you noted in the 
beginning of the budget, the obligations for 1956 are estimated al 
$1,525 million. Our costs, as you note, for 1956 are estimated at 
$1.4 billion. In order to adjust costs to obligations, we pick up the 
inventories on hand, and the changes in those inventories in 1990. 
Then the working capital since that is one of the cash items of the 
adjustment. What we have here, as you will note on page 137, are 
five items. 

CHANGE IN COLLATERAL FUNDS 


The first, of course, is a change in collateral funds. If you will turn 
to page 138, you will see there these funds which consist of insurance 
collateral funds, employee benefit and annuity funds established under 
the provisions of contracts negotiated by the War Department. 
These funds are outstanding in the hands of these companies and we 
show in there the change for 1956 over 1955, which is a reduction . 
$100,000. In other words, the Government will get back $100,000 
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of those outstanding funds. Those collateral funds were established 
initially by the War Department, mainly in the form of Government 
bonds, to protect the insurance companies who have insured the 
various projects. ‘Those are cash funds which are outstanding and 
on the termination of these contracts will come back to the Govern- 
ment. 

The interest which is earned on them, of course, accrues to the Gov- 
ernment. That is one phase of the working capital. 

Mr. Puiturps. I thought we were going to get more than that. 
Couldn’t you get back more than $100,000? 

Mr. McCartruy. We got back in 1955 $2,100,000. In 1954 there 
was returned $14 million. As Mr. Phillips will recall, we attempted 
to get some of the insurance companies to handle these larger amounts, 
but without the collateral funds being in the hands of the insurance 
companies. Without collateral, the cost of insurance would have been 
much greater to the Government. 

Mr. Patties. Mr. McCarthy is correct in that, Mr. Chairman. 

(Discussion off the record.) 

Mr. Rasaut. I note that these recede in even amounts. For in- 
stance, the New York Columbia University employees benefit fund, 
in 1954, it was $800,000. In 1955 it was $700,000, and in 1956 it is 
$600,000. 

Mr. McCartnuy. That is where we made the recapture in 1955 and 
expect the $100,000 return in 1956. That has been coming down. 

Mr. Rasaut. Is this a matter of the number that are protected? 

Mr. Burrows. It is a matter of the experience. We have been 
negotiating with these people to attempt to get them to reduce the 
totalamount. In the case of Columbia, they feel as more time goes on 
and they get more experience, they can reduce the amount, but they 
still feel they need a measure of protection to pay these claims. 

Mr. Ranaut. How many companies were asked to consider this? 

Mr. Burrows. Every one of them, sir. 

Mr. Rasaut. How much have you recaptured so far? 

Mr. Burrows. As you will notice on the table on page 138, $14 
million in 1954, a little over $2 million in 1955, and a little over 
$100,000 brings us down to the bottom of the barrel. 

Mr. Rasaut. It is noted on page 143 that the sale of ores is being 
discontinued. Will you please explain? 

(Discussion off the record.) 


UNLIQUIDATED OBLIGATIONS 


Mr. Ranaut. Now we turn to unliquidated obligations. That is 
on page 145. We will insert pages 145 to 148 of the justifications in 
the record. 

(The justification is as follows:) 


CHANGES IN OPERATING UNLIQUIDATED OBLIGATIONS 
Program statement 


Estimate fiscal year 1956, increase $58, 048, 000 
Estimate fiscal year 1955, decrease 186, 876, 402 


Unliquidated obligations represent the liabilities of the Commission for balances 
under contracts and purchase orders outstanding at the end of the year. Appro- 
priations are required to cover increases in the amount outstanding at the end of 
lyear over the amount outstanding at the beginning of the year. Prior to the 
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fiscal year 1955 the majority of contracts for operation of Commission-owned 
facilities were prefinanced for a full year. Due to a change in policy this advange 
financing was reduced to 3 months for research facilities and 6 months for prod. 
tion facilities. As a result of this change the appropriation requirement for 195; 
was reduced by $228,350,000. However, these savings were offset by increases 
totaling $41,473,598 required to support the growth in the level of operating 
programs. 
The increase of $58 million in 1956 is required for the following: 


{In millions] 



































Increase for power reactors acceleration program ____-----._-----.___- _ $40.0 
Increase for operation of production facilities as new plants come into 
II rok oe LEENA E Maa athe te eben dna nue sanmudinl kd 7.4 
snerease Tor epecial TeseRhGn TGC. nc <n ooo os oe a ee ee eecbund- feral 
Increase in outstanding orders for materials used in production______- 7.9 
Ce ANNO i655 5h 6 Ssveb tsi een wlaee~Lewstalian: bE Saale 59.7 
Less net decrease in all other unliquidated obligations._........_______. 7 
SPUD NOU. nn i bc nnnteneeee nates onda en ee teeab eee os “ORs 
Summary of estimates 
Actual, | Estimate, Estimate, 
fiscal year | fiscal year fiscal year 
1954 1955 1956 
Unliquidated obligations at close of year: j 
1. Operation of facilities: | 
(a) Source and fissionable materials. ...........__| $357, 435, 959 $262, 105, 246 | $270, 363, 50 
(6) Weapons___--_---- gSitedtbds chadekw’ .ddectined 91, 608, 297 94, 483, 500 93, 644, 500 
(c) Research and development-____.............-.| 134, 948,719 | 74, 063, 634 76, 607, 634 
Gap Geeprams OU VIOOE. ici ss ccc Sk 4, 386, 093 2, 605, 000 2, 265, 00 
| LENE Raver Ree ‘ 588, 379, 068 433, 257,380 | 442, 880, 634 
EP IIR oc cahicncnct¥ecenhineden nisin | 88, 314, 982 70, 749, 655 Pre 78, 646, 65 
3. Utility contracts: enn 7 A a 
(a) Electric power.......-..--.-.--.----------- 18, 995, 863 | 24, 480, 000 27, 647, 000 
a III, 5 i nani em cits Ki an dca eee 7, 809, 649 7, 635, 000 | 7, 415, 00 
ie bkctcntecansrcteenektbnydaltiiebod | 26, 805, 512 | 32, 115, 000 35, 062, 000 
4. Other: ioe Wel) Smee ne 
ee ee ee eee eee 1, 008, 722 919, 000 559, 70 
(>) Research and development.__........__.___- | 24, 684, 313 18, 280, 450 58, 388, 650 
(c) Other. .....- wiphpletls dhs adhd SSLMRELEL Scanners | 14, 961, 762 10, 485, 088 10, 068, $41 
ES. case en dee te ete en 40, 654, 797 | 29, 684,538 | 69, 017, 211 
5. Allocated working funds with other Federal agencies. 23, 794, 690 15, 56, 074 | 13, 514, 17 
Total unliquidated obligations at close of year___._- | 767, 949, 049 i 581, 072, 647 * 639, 120, 647 
Increase or decrease (—) during year__------ abs eine nnn at eee oaed ..----| —186, 876, 402 58, 048, OH 
| 








JUSTIFICATION OF CHANGES 


1. Operation of facilities, increase $9,623,254 


The estimates provide for a carryover of not in excess of three months under 
contracts for the operation of Commission-owned research facilities and not it 
excess of six months for the operation of production facilities, The changes are 
as follows: 

(a) Source and fissionable materials, increase $8,258 ,254.—The level of operating 
costs in the major production plants will continue to increase during 1956 and there- 
fore the increase in the unliquidated obligations at the end of the vear is requireé 

(b) Weapons facilities, decrease, $839,000.—The major portion of this decrease 
is in contracts applicable to weapons production reflecting a net reduction 1 
accounts payable. 

(c) Research facilities, increase, $2,544,000.—There is included in this item, 4! 
increase of $4,400,000 for a special research project. This increase is offset in pa" 
by a decrease in other research and development programs. 
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d) Supporting services, decrease, $340,000.—This decrease reflects the reduction 
in supporting services in line with the reduced activity contemplated in the 
exploration program. 

2, Major procurement, increase, $7,897,000 

This increase in unliquidated obligations under contracts for the procurement 
of uranium ores and other materials used in production is related to the increased 
rate of deliveries of required materials at the end of 1956. Additional information 
of a classified nature is presented on page 149. 

} Utility contracts, increase $2,947,000 

This category includes the liability for the cost of power with the TVA and 
private utility companies for furnishing power for plants and the tiability under 
the contract with the East Tennessee Natural Gas Co. for supply of natural gas 
at Oak Ridge. The estimate reflects an increase primarily due to the increase in 
monthly power bills for Ohio Valley Electric Co. at Portsmouth. 

The decrease of $0.2 million for natural gas reflects the partial amortization of 
the cancellation liability for special distribution facilities furnished by the 
contractor. 

! Other, increase $39,332,673 

This item includes $40 million for the power reactors acceleration program. It 
also covers amounts payable under contracts for supplies, miscellaneous off-site 
research, and unpaid AEC payrolls and travel costs for which a net decrease of 
$667,337 is estimated. 

5, Allocated working funds with other Federal agencies, decrease $1,751,927 

In order to present the Commission’s budget on a consolidated basis it is nec- 
essary to include changes in unliquidated obligations in allocated working funds 
advanced to other Federal agencies. Of the reduction of $1.8 million, $1 million 
is applicable to the allocated working fund with the Department of the Army and 
the balance of $0.8 million in allocated working funds with other agencies. 

(Discussion off the record.) 

Mr. Rapaut. In this item we had a total in 1954 of $767,949,049. 
Is that right? 

Mr. McCarruy. That is right. 

Mr. Rapaut. In 1955 you had $581,072,647, and the estimate for 
1956 1s $639,120,647. 

_ The decrease in 1955 over 1954 is $186,876,402. The $58,048,000 
is an increase over 1955 for 1956. 

Mr. McCarruy. That is correct, sir. 

Mr. Puiiurpes. Should you not carry page 139 as an offset on page 
146? 

Mr. McCarruy. Should you carry it on the working capital? 

Mr. Burrows. That would be one way of showing it; yes. 

Mr. Puruurps. I thought it would be a little more understandable. 
It is not important. It shows what they are doing with our money, 
Mr. Chairman. 

Mr. McCarruy. Mr. Chairman, on page 145 the $58 million which 
you see in the tabulation is explained here in terms of how the in- 
creases occur. You will note that the larger amount is the amount 
we referred back to this morning which is the $40 million for the 
power-acceleration program. We estimate there will be an increase 
of $7.4 million in the operation of production facilities as the level of 
new plants rise. 

Phe $58 million increase on page 146 is briefed on page 145, showing 
the principal items which go to make up the $58 million. 

Mr. Ranaut. Very well. That consists of 4 items, less the net 
decrease in 1 item. “That brings us up to $58 million. 

Mr. McCarruy. That is correct, sir. 


63240—_55—30 
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Mr. Raspavr. Is there anything else you wish to explain here? 
Mr. McCarrny. I| think most of the detail, sir, is spelled out in thp 
explanations of the various items listed therein. 


SPECIAL SUPPORTING TABLES 
Mr. Rasavt. We will insert in the record at this point pages 150-33 
of the justifications. 
(The justification is as follows:) 


Comparative statement of obligations by object class 














| | | 
| | | Inerease or 
Object classification 1954 actual | 1955estimate| 1956 estimate | decrease (- 
| 1956 over 1953 
ATOMIC ENERGY COMMISSION 
01 Personal services_.....-.- ae ates $36, 062,431 | $37, 232, 900 $38, 202, 000 | $069, 10) 
G2 "Travein.<u5. <i beak de ceeeoe : 2, 120, 749 2, 564, 130 3, 070, 000 505, 87 
03 Transportation of things. ‘ntidapnsigeiesete’ 3, 916, 569 4, 465, 200 4, 976, 000 510, 
04 Communication services... ....--.------ él 2, 773, 808 2, 891, 000 2, 897, 350 6 35 
05 Rents and utility services...............-| 20,970,274 | 178,818, 079 | 250, 470, 522 | 71, 652, 443 
06 Printing and reproduction aenaiaeiewn 263, 060 | 253, 720 252, 720 | —1,0% 
07 Other contractual services__---- .---| 588, 311,718 417, 605, 066 | 829, 759,480 | 412,154. 414 
Services performed by other agenci es_- ot 16, 995, 226 | 10, 898, 739 8, 053, 819 —2, 844, oy 
08 Supplies and materi: ie -----| 179,671,485 | 233, 230, 790 | 361, 262, 821 128, 032, 
11 Grants, subsidies, and contributions. on 838, 393 | 733, 000 733, 000 | 
13 Refunds, awards, and indemnities__-_.._-~- 7, 400 | 79, 250 65, 500 —13, 7H 
15 Taxes and assessments.-.................. 157, 338 176, 400 181, 250 4 Ry 
70h I nr shaenades cin an eanhaendshonnl 207 100, 000 | 100, 000 
Sill hace Aten ine an Sei at 
Total AEC obligations..............--- 852, 088, 658 889, 048, 274 , 500, 024, 462. | 610, 976, 188 
Total obligations under allocated work- | 
ing funds with other agencies___----_- 37, 170, 706 24, 942, 482 | 25, 498, 538 556, 05¢ 
Grand total obligations ad« sauce 889, 259, 364 | 913, 990, 756° 1,5 5, 523, 000 611, 532, 44 








All ese. direct ooemarennt 


| 
Actual, Estimate, | Estimate, 





| fiscal year fiscal year | fiscal year 
| 1954 1955 1956 
st 5 a cat etiel | i eat ————— 
Average number of permanent civilian employees. 6, 468. 9 6, 379.8 | 6, 362.8 
Number of permanent civilian employees at end of fiseal year | 6, 244.0 | 6, 403. 0 | 6, 40 


A basic policy of the AEC is one of conducting the atomic energy prograts 
through contractors with Commission employees performing only those function: 
that are required in order to protect the Government’s interests. 

The functions performed by Commission personnel in discharging their re- 
sponsibilities include: 

1. Program planning, contract negotiation, essential liaison with contractor 
and inspection of contractor products. 

2. Security measures involving screening of personnel, protection of documents 
and property, guarding of security shipments and patroling of sites where con- 
tractor guard service is not available. 

3. Direct participation in raw materials exploration, domestically and oversea*, 
operation of storage sites, operation of the New Brunswick Laboratory, operation 
of the Los Alamos communications facilities and the fire and police department 
and monitoring radiation hazards. 

Accounting, auditing, property management and personnel services, assuring 
that adequate controls are maintained by AEC and contractors. 

5. Control and dissemination of scientific and technical information to encourage 
scientific progress. 

6. Supporting services required at 10 operations offices and the Washingtol 
Headquarters. 
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\]though no change in AEC total employment is projected from June 30, 1955, 
( a 30, 1956, it is pointed out that: 

Additional personnel will be required under the source and fissionable materi- 

als ae and the weapons program for (a) protection and control of fissionable 
materials at new storage sites, and (b) protection of an increasing number of 
security shipments. 

There will be a continued reduction in year-end strength for program direc- 
tion and administration, offsetting the projected increase in operating program 
personnel. 

Changes in fiscal year-end employment are shown for each operating program 
and for program direction and administration and the distribution of full-time 
civilian personnel by operations office in the following table: 


Fiscal year-end strength 


June 30, 1954 | June 30, 1955 June 30, 1956 


OPERATING PROGRAM 


Source and fissionable materials ached | 5R6 640 

Weapons Senta aiaeiaalan aa 33 , 006 

Reactor development - - - : Sas 2 9 220 

Research oe laaia . 0 0 

Be jlogy and medic ine___ : i 62 62 
ommunity - - bee i d 5 i : 153 152 


Total operating programs fees ae ded SL! 2, 081 2 135 
gram direction and administration _____- a , 42% 4, 322 4, 268 


Toisl Git PRONAIOE:. 5 oc wc sauke silt 3, 24 3, 403 3, 403 


OPERATIONS OFFICE 

Grand Junction ‘ ; gh Bere hat , 47! 537 542 
Hanford - - : = 7 | 397 364 340 
Oak Ridge d5 ‘ | 06: , 141 , 127 
Savannah River-. i ai 282 256 259 
Santa Fe : - ¢ : , 55 , 698 727 
San Francisco is : | 114 111 
N w York perme jonah : 193 193 
laho a il : s i zeae ad 27 289 289 
( “hieago....... e > ZA - 4 252 292 206 

ROQUNUNIN «ccd nok eeicdec cs iis sie thio itbincntcilgstenal if 70 70 


Total field _- Te a 4,832 4, 954 95 ‘ 
Washington... ee pate ; , 412 , 449 , 449 


Total all offices Saar rae a Sa i, 5, 403 3, 403 


The following personne] transferred from contractor to AEC payrolls during fiscal year 1955 are included 
the June 30, 1954, employment for comparability purposes: 
Chi ‘ago patent group sition é Bre 19 
echnical Information Service, Oak Ridge Extension, personnel assigned to weapons program 36 
Raw materials exploration personnel, Grand Junction_ ___- ws ds adn teat chan 66 


PERSONAL SERVICES 


Mr. Rasaur. On page 151, your justification reflects that you 
expect to end the coming fise al year with exactly the same number 
of employees that you will have at the end of this year. I note, 
however, that your average number of employees is 1 ‘educed by 17. 

Mr. Puruurps. One is bodies and one is man- days. 

Mr. Rasaut. On page 152 it indicates a shifting from program to 
program. Does the fact that you end up the year with exactly the 
same number of employees suggest that some employees are bei Ing 
retained who may not be needed? ? 

Mr. McCarruy. No, sir. If you will refer to page 152, you will 
see that program direction and administration is slated to be lower 
at the end of 1956 than the ending in 1955, while other programs up 
above will increase. 
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One of the principal reasons is in the weapons program where \, 
will have some additional security shipments. 

Mr. Fiexps. I think the numbers come out the same because of ; 
deliberate effort-to hold down our force. We do not want to expan 
any more than is necessary. 

Mr. Rasaut. Do you have any reallocations or in-grade promotions? 

Mr. Frevps. We have in-grade promotions. 

Mr. Rasavrt. Isn’t it odd that you have the same number? Hoy 
much money do you have for in-grade promotions? 

Mr. Puiuuirs. There is an increase of almost a million dollars. 

Mr. Rasaut. How much is the increase for employee help? 

Mr. Fre.ps. It is almost a million dollars. 

Mr. Raxsavt. Is that all for in-grade promotions or is that the total 
amount for help? 

Mr. McCarruy. $38,202,000 is the total amount. 

Mr. Rasaut. How much is the increase? 

Mr. McCarruy. It is an increase of roughly a million dollars jy 
total. 

Mr. Rasavrt. That million dollars, if you are retaining the same 
number of employees, is for in-grade promotions. 

Mr. Frevps. Yes, sir. 

Mr. Rasavutr. How many people are involved? 

Mr. McCarrny. 6,403. 

Mr. Rapavt. Is that about correct? 

Mr. McCarruy. Actually we have estimated a lower man-year 
figure. 

Proposep LANGUAGE CHANGES 


Mr. Rasavur. Let us turn to pages 13, 14 and 15. These will be 
inserted in the record. 


JUSTIFICATION FOR ProposED LANGUAGE CHANGES—OPERATING EXPENSES 


Proposed changes in language are indicated as follows: 

Language enclosed in black brackets indicates proposed deletions and italic 
indicates proposed insertion of new language. 

1. “For necessary operating expenses of the Commission in carrying out the 
purposes of the Atomic Energy Act of [1946] 1954” 

Change made to reflect passage of new act approved August 30, 1954. 

2. “not to exceed [$2,564,130] $3,070,000 for expenses of travel;”’ 

This change is in line with the estimated requirements in fiscal year 1956 for 
expenses of travel as set forth in the detailed estimates. 

3. “not to exceed [$37,232,900] $38,202,000 for personal services;’”’ 

This change is in line with the estimated requirements in fiscal year 1956 for 
personal services as set forth in the detailed estimates. 

4. “[$1,098,962,300] $1,045,000,000 together with $220,804,000 to be trans 
ferred from prior year appropriations under the head ‘Piant and Equipment,’ and 

As of June 30, 1955, there are estimated to be, under the appropriation for 
“Plant and equipment,”’ funds in excess of the 1956 requirements for the plant 
and equipment program. The appropriation for plant and equipment is avail- 
able until expended and in order to reduce the overall appropriation requirements 
of the Commission new language is being inserted which will provide for the 
transfer of these funds to the appropriation for ‘Operating expenses,’’ thereby 
reducing the appropriation estimate for operating expenses from $1,265,804,000 
to the $1,045,000,000 requested. a 

5. “together with the unexpended balances, as of June 30, [1954] 1959, of 
prior year appropriations made available under this head to the Atomic Energy 
Commission:”’ 

To continue in fiscal year 1956 the provision in effect since fiscal year 1950. 

6. [‘‘Provided further, That no part of this appropriation shall be used to pay 
the salary of any officer or employee (except such officers and employees whos 
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compensation is fixed by law, and scientific and technical personnel) whose posi- 
tion would be subject to the Classification Act of 1949, as amended, if such Act 
were applicable to such position, at a rate in excess of the rate payable under such 
Act for positions of equivalent difficulty or responsibility:’’] 

To delete this provision from the appropriation language as it has been incor- 
porated as permanent legislation in the Atomic Energy Act of 1954 (sec. 161d). 


JvusTIFICATION FOR ProposED LANGUAGE CHANGES—ADMINISTRATIVE PROVISIONS 


1. Deletion of provisions regarding the letting of contracts without advertising 
ynless provisions are made for audits by the Comptroller General. 

To delete these provisions from the appropriation language as they have been 
incorporated as permanent legislation in the Atomic Energy Act of 1954 (sec. 166). 

2. “Any appropriation available under this Act or heretofore made to the 
Atomic Energy Commission may initially be used subject to limitations in this 
Act during the fiscal year [1955] 1956 to finance the procurement of materials, 
services, or Other costs * * *” 

To continue in fiscal year 1956 the provision in effect since fiscal year 1953 

Mr. Rasaut. This involves proposed language changes. 

Mr. McCarruy. Do you want me to run down the list? 

Mr. Rapaut. Yes. 

Mr. McCarruy. Item 1 is just a correction to bring the new Atomic 
Energy Act into the opening sentence. That is changing the Atomic 
Energy Act from 1946 to 1954. 

Mr. Rasaut. Very well. 

Mr. McCartuy. The next item, No. 2, is the limitation on the 
expenses of all travel in which the amount would be $3,070,000 as 
opposed to the limitation this year of $2,564,130. 

Mr. Rasaut. What is the reason for the change? 

Mr. McCarruy. The total travel will increase because of additional 
security shipments during 1956 as opposed to 1954. 

Mr. Rasaut. Due to the increased volume of business? 

Mr. McCartuy. Yes, sir. 

Mr. Rapaut. Is it going to take that much money for it? 

Mr. McCarruy. Yes, sir. 

Mr. RasBaut. You don’t think the committee ought to even take 
a look at that? 

Mr. McCarruy. The next item, No. 3, is the dollar limitation on 
the amounts for personal services and there, of course, is the 
$38,202,000 which we had been discussing as the personnel limitation. 

Mr. Rasaut. No. 4. 

_ Mr. McCarruy. Item No. 4 is the language which would provide 
lor the transfer of $220,804,000 from plant and equipment to the 
operating expense appropriation. 

Mr. Ranaut. That is the $220 million that we were talking about. 

Mr. McCarrnuy. Yes, sir. 

Mr. Rasaut. Item No. 5. 

Mr. McCarruy. Item No. 5 is to carry forward a provision pres- 
ently in the act which cites the appropriation together with the 
unexpended balances as of June 30, 1955. In other words, change the 
1954 to 1955. 

Mr. Rasaur. That is just to reflect a new year. 

Mr. McCarruy. Yes, sir. Item No. 6 is to delete a provision that 
has been in the appropriation act relative to the limitation on salaries 
which is now contained in the Atomic Energy Act of 1954. It is 
already in the basic act as section 161 (d). 

Mr. Ranaut. How long has it been in the other act? 
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Mr. McCarrny. The section is picked up exactly the same. It js 
verbatim i in the Atomic Energy Act of 1954. This has been carried 
in the appropriation act since 1948. 

Mr. Fretps. The act was passed after the appropriation act of las; 
year. 

Mr. McCarruy. On the next page, 15, there are 2 provisions. 
the first to delete the provision regarding the r requirement for audit of 
AEC contracts by the Comptroller General. ‘This again has beey 
picked up in the basic Atomic Energy Act of 1954 as section 166. |; 
was picked up exactly from the appropriation act. 

Mr. Rapsavut. Verbatim? 

Mr. McCarruy. Yes, sir. Item No. 2 is to change the date from 
1955 to 1956, in a provision presently in the appropriation act, which 
provides that either fund may be used initially to finance the procure. 
ment of materials or services, and to be adjusted on the basis of cos 
between appropriations. That is between the operating expensi 
appropriation and the plant and equipment appropriation. This has 
been carried for a number of years in the appropriation act. 

Mr. Rasaurt. It has been carried in the appropriation act? 

Mr. McCarruy. Yes. This is just a change in the date. 

Mr. Rapavurt. Very well. 

Mr. Puiuturres. There is one other that we have not covered, Mr. 
Chairman. What happened to the 5 percent transferability? 

Mr. McCarruy. That is proposed in here without change. 

Mr. Puiuuips. The clerk points out to me it is on page 135 on tly 
committee print of the bill. 

Mr. Rasavur. Are there any other changes that you failed to men- 
tion? 

Mr. McCarruy. No, sir, there are no other changes. 


GAO REPORT ON AEC REPORTING OF OBLIGATIONS 


Mr. Rasavur. Now, referring to the report by the General Account- 
ing Office, to which I have referred before, under the caption on the 
last page or page 172 of the report, “Reporting of Obligations”’ 

The Atomic Energy Commission spends about 3% percent of its appropriatio 
directly, the balance being spent by cost-type contractors. Fach vear the 
tractors are notified of a fixed ceiling which they cannot exceed. Records 2 art 
maintained by the contractors and each month end the contractor furnishes 
Atomic Energy Commission with its unpaid commitments. However, Atomic 
Energy Commission reports as an obligation the fixed ceiling applicable to each 
contractor in the month in which the ceiling is established. 

This practice does not appear to conform to the require ments of section 131! 
of Public Law 663, approved August 26, 1954, and it is reeommended that Atomi 
Energy Commission change its method of reporting to the Congress and t 
Bureau of the Budget by substituting contractor’s obligations in lieu of con- 
tractor’s ceilings. Unused contractor’s ceilings could be shown as a footnot 


That is more or less technical but they want you to have contrac- 
tor’s obligations instead of contractor’s ceilings. In other words, 
your records should show the difference. Have you had notice of this 
before? 

Mr. McCarrny. No, this is one I had not heard about, Mr. Chai- 
man. After the General Accounting Office made its survey last yea! 
of our obligations under section 1311 there were some very = 
things they reported to us on, but this is the first inkling we had o 
their thoughts on this. 
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Mr. Rasaut. You might prepare an answer to it for insertion in 
the record, and say what you think you can do about the suggestion. 

Mr. McCartuy. Yes, sir. 

(The information referred to follows:) 


STATEMENT RELATIVE TO COMMENTS OF THE GENERAL ACCOUNTING OFFICE 
oN MerHop OF OBLIGATING CostT-REIMBURSEMENT CONTRACT 


The Commission obligates funds under cost-plus-fixed-fee contracts on the 
basis of amounts written into the contract or as determined under the provisions 
of the contract. For construction projects, the amount represents the total 
estimated cost of the work to be performed by the contractor. For the operation 
of Commission-owned facilities the amount represents the maximum liability of 
the Government during a specific period, usually 1 year, and each year the con- 
tract is supplemented so as to write into the contract, or otherwise fix, the 
maximum fund liability of the Government for the year. 

Budget-Treasury Regulation No. 1 provides under the section dealing with 
the concept of obligations to be reported as follows: 

‘(4) Cost-plus-fixed-fee and other types of contracts without a fixed price 
Include obligations on the basis of the total estimated cost of contracts (includ- 
ng the total fixed fee, if any) This figure shall be re ported for the month during 

hich the contract is let and subsequent adjustments upward or downward in the 
estimated cost (or the fixed fee, if any) shall be reflected in subsequent reports.” 
(Italie supplied. ] 

It is our understanding that section 1311 of Public Law 663, 83d Congress 
Supplemental Appropriation Act, 1955) did not change the provisions of Budget- 
Treasury Regulation No. 1, but was directed to assuring that obligations to be 
recorded must, among other things, be supported by a binding agreement in 
writing between the parties. As amounts obligated by the Commissicn are cov- 
ered in contracts signed by both parties, the recording in the month the contract 
is signed meets both the criteria of section 1311 of Public Law 663 and Budget 
Treasury Regulation No. 1. 

Furthermore, to avoid violating the provisions of section 3679 of the Revised 
Statutes (Antideficieney Act), funds should be obligated for the estimated amount 
of a construction project when we enter into a project and for the operation of our 
plants when we agree to commit the Government to a specific amount under a 
contract. 

Although the Commission has been operating for some years on this basis and 
the General Accounting Office has just recently completed a survey of our unpaid 
obligations at the end of fiscal year 1954 to determine their propriety under 
section 1311, we have not previously been informed by the General Accounting 
Office of any criticism of our present practice. 

Mr. McCarruy. In most cases, in fact practically all cases that | 
know of, the contracts with our contractors have a stated amount of 
obligation in them. To that extent they are recorded as obligations 
on the books of the Commission. I fail to understand what they 
mean by reporting unpaid commitments on the part of the contractor, 
because our contracts do have stated amounts in them. 

Mr. Rasaur. Yes, but they seem to predicate it on the idea that 
whatever the rate of the contract, they take the ceiling for that period 
and keep on dealing with that ceiling, rather than what they should 
have on a month-to-month basis showing what the difference would 
be between what they have performed and what the balance would 
be on the ceiling. 

Mr. McCarrny. This we know. 

Mr. Rapaut. They suggest that the unused contractor’s ceiling 
could be shown as a footnote. 

Mr. McCarruy. We would like some time to study this and make 
a reply. 

Mr. Rasaur. We would be glad to have you look it over and put 
yourself on the record about it. 

Mr. McCarruy. Yes, sir. 
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NUMBER OF AIRCRAFT 


Mr. Rasaut. How many airplanes do you have? 

Mr. Derry. We are budgeting for 20 planes in 1956. We have ey. 
rently 17 airplanes; 14 of these are on the Colorado Plateau for ex. 
ploration for mining ore. The others are at Hanford for security. 

Mr. Rasavut. You might supply for the record what kind of planes 
they are. 

(The information referred to follows:) 








Aircraft 
To be ac- 
‘ quired /Totalonhand| 1m | Estimated 
Location | fiseal year | June 30, 1956 | Type costs 
|} 1956 
—— — —— — |-— — — ' ———_—_. So | _ oe sa 
| 3 Piper Cub type, at $6,000__._-_| $18, 00 
MN oo naeaaee 0 | 14 41 Twin-engine Beechcraft, at 89, 00 
9,000. 
Grand Junction- --- 3 216 | Piper Cub type, at $6,000___.-- 96, 000 
ancl 3 Si nds cc cecenmeenacutnmenidaade 203. 00 





1 Used for security patrol. 
2 Airborne Gamma radiation surveys and geologic reconnaissance. 


NUMBER OF AUTOMOTIVE VEHICLES 


Mr. Rasaut. How many automobiles have you? 

Mr. Derry. We expect to have 8,222, I believe. We have 8,400 
now. This is all automotive vehicles, as well as trucks. 

Mr. Rapavt. You are not asking for any automobiles this year? 

Mr. Derry. We are not asking for any additions at all in this 
appropriation. In the plant and equipment appropriation, we are 
only asking for replacement vehicles. 

Mr. Rapavt. Is that in the plant and equipment appropriation 
justification? 

Mr. McCarrnay. It is all in the plant and equipment appropriation, 

Mr. Rasavt. That is in the bill to come up. 

Mr. McCarruy. Yes, sir. 


NUMBER OF AIRCRAFT 


Mr. Rasaut. How many planes are you asking for in there? 

Mr. McCarrny. Three airplanes, I believe, sir, to supplement the 
planes in the Colorado Plateau. 

(Discussion off the record.) 1 

Mr. Jounson. These planes are used in connection with exploration 
for uranium on the Colorado Plateau. The technique of using radio 
detection equipment in the airplane was developed by the Commission 
starting in a small way back in 1948-49. It has been highly successful. 
It has been responsible for the private companies now using airplane 
exploration as one of the major tools in exploration. It is also credited 
with probably finding one of the largest deposits we have in the wester 
part of the United States, as well as numerous small deposits. The 
Commission is now using them for geological work in supporting the 
— forces in general geology and the reports are furnished the 
public. 
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Mr. Rasaut. Are you using any helicopters? 

Mr. Jounson. I don’t believe so. We had a contract with a heli- 
copter company several years ago, but for the high altitudes they are 
not suecessful. 

Mr. Rasaut. Do you feel that the expense of the ownership of all 
these planes is really paying dividends, when we hear about the num- 
ber of amateur prospectors that are out there? 

Mr. Jonnson. The amateur prospectors are not the ones that are 
using this. 

Mr. Ranaut. I know they are not using them, but they are picking 
up some stuff. 

‘Mr. Jonnson. That is right. 

Mr. Rasaut. We are glad they are, but here we are with a big 
investment. 

Mr. Jonnson. These are small Piper Cub planes. I think they are 
about of the order of $5,000 a plane. 

Mr. Rasaut. Then we have $100,000 worth of planes roughly. 

Mr. Jounson. In our work we have about 11 in service. 

Mr. Derry. You have 14 inservice. You will have 14. You have 
1] in service now. 

Mr. Jounson. It would be my view that the number of planes 
should be reduced to that of purely geological work. I look forward 
to the reduction of the amount of flying that we have been doing, but 
it is & very important tool in doing the geological mapping, the type 
that the survey has been making for years, of getting the general 
geology of the country, measuring our resources, and that is the type 
of work the Commission should continue, both for the support of the 
ground geological work and also to further the development of the 
methods of exploration. 


NUMBER OF AUTOMOBILES 


Mr. Ranaut. What uses are the automobiles put to? I know 

there are many uses, but what are they used for? Are there any special 
uses that you have? What type of automobiles do you have? 
_ Mr. Derry. We have all types, including all kinds of trucks, from 
jeeps to heavy-construction trucks, and ton-and-a-half trucks and then 
we have automotive vehicles. These are all used by our contractors. 
A small number are used by us and by the AEC staff in the operations 
offices, generally operated on a pool basis. 

Mr. Ranaut. How many passenger cars do you believe you have? 

Mr. Derry. I can give you that in just a moment, sir. We have 
around 2,081 automobiles on hand. 

Mr. Ranaut. What type cars are those? 

Mr. Derry. Those are automobiles. We have 100 station wagons, 
\7 ambulances, 574 buses, making a total of 2,822. 

Mr. Ranaut. What do you do with those station wagons? 

Mr. Derry. Haul personnel, as many as we can haul on them, 
making greater utilization of our cars. 

Mr. Ranaut. You use them for multipurposes. 

Mr. Derry. Yes. Here in town we have two station wagons that 
operate for a dual purpose, in hauling personnel between our buildings 
and hauling mail. 

Mr. Ranaut. You have your name on them? 
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Mr. Derry. Yes, sir. 

Mr. Rapavut. Are there any other points that we have here? |} 
not, in conclusion, I would like to say that no one could sit here with 
you for the time that we have been with you and fail to realize you 
your fine devotion to your job and your ambition to be of service 
to a marked degree to your country and to humanity with the ultimate 
objective of trying to keep peace in the world just by the fact that 
you are the developers of the ‘‘Big Stick’? for Uncle Sam. [ cop. 
gratulate you on your devotion to your duty. 

Mr. Fretps. Thank you. 

Dr. Lissy. I wish to express our gratitude to you for your thought. 
ful, expeditious, and kindly attention to our case. We will be pleased 
to furnish additional information if you should want it. Whatever 
your decision may be, it has been very pleasant to meet you and to 
tell you of our plans. 

Mr. Rasaut. I am not speaking for myself, but for every member 
of the committee. 

Mr. Puiuuirpes. You speak for all of us. 

Mr. Jensen. You speak for all of us, Mr. Chairman. 

Mr. Ranaut. We hope you will continue your devotion to this 
task and keep track of the huge amount of money that is entrusted 
to your care for the protection of our country and the development 
of atomic energy. 


Fripay, May 27, 1955. 
TVA Fertiuizer Program 


WITNESS 


RICHARD E. BENNETT, PRESIDENT, FARM FERTILIZERS, INC., OF 
OMAHA, NEBR., AND PRESIDENT OF BENNETT CHEMICAL CO., 0F 
DENVER, COLO. 


Mr. Razaut. The committee will come to order, please. _ 
You will identify yourself for the record and the committee will 
be pleased to hear you at this time. 


GENERAL STATEMENT 


Mr. Bennett. My name is Richard E. Bennett. I am president 
of Farm Fertilizers, Inc., of Omaha, Nebr., and I am also president of 
Bennett Chemical Co., of Denver, Colo. 

Farm Fertilizers, Inc., manufactures high analysis pelleted com- 
mercial fertilizers and also manfactures superphosphate. 

Bennett Chemical Co. only manufactures diammonium phosphate. 
Diammonium phosphate is a high analysis chemical compound col 
taining 21 percent nitrogen and 53 percent available phosphoric acid 
Bennett Chemical Co. completed the installation of equipment for the 
manufacture of diammonium phosphate in July of 1954. Our first 
shipments of this material were made in late August or early Sep- 
tember of 1954. 

So far as I know, diammonium phosphate is produced by 1 company 
in Michigan, 1 company in Illinois, 2 companies in Colorado and? 
companies in California and is now being produced by the Tenness 
Valley Authority at Sheffield, Ala. 
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When I heard in January of this year that the TVA was planning 
to go into production of diammonium phosphate on a commercial 
scale, and sell at a price which was ruinous to private industry, I 
called to the attention of the TVA that in my opinion there was no 
need for TVA to expand their facilities in order to manufacture this 
product which they had not manufactured before. I called to their 
attention that six private plants were already in production and had 
eapacities to produce much more of this material than there was : 
market for. I asked for the opportunity to meet with the officials of 
TVA and talk this matter over with them, because I knew that if 
they went ahead with these plans at the prices which had been men- 
tioned, it would mean Bennett Chemical Co. would be ruined and 
would have to discontinue the production of this product and go out 
of business. 

I met with a representative group of TVA officials from Knoxville 
and from Sheffield in February. 1 was told then by them that their 
decision to manufacture this product had not yet been firmly set and 
that their policy and prices were still to be determined. 

At this meeting representatives from Colorado Fuel & Iron Co., 
who are one of the manufacturers of diammonium phosphate, along 
with my son, who manages Bennett Chemical Co., and myself, brought 
tothe attention of the TVA that the needs for diammonium phosphate 
were now being met by private industry, that the entering into this 
new production by TVA was not needed on an experimental basis, 
an educational basis or on any other basis because industry was pre- 
pared to furnish this product at reasonable prices and to develop the 
narket through agricultural colleges, county agents, and thousands of 
(dealers and farmers, so that the agronomic advantages in the use of 
this product would be fully demonstrated. 

We also called to the attention of the TVA at this meeting that 
if they produced and sold diammonium phosphate at the prices we 
had heard mentioned, it would be absolutely ruinous to us and would 
liscourage rather than encourage the production of this material 
by private industry. I told TVA that Bennett Chemical Co. would 
(lefinitely be ruined if they took this step. At this meeting the TVA 
inen practically told us that our costs were too high and that no one 
had a place in the industry, unless they manufactured their own phos- 
phoric acid and their own anhydrous ammonia, at the same location 
where they were manufacturing diammonium phosphate. I called to 
the attention of the TVA representatives at this meeting, that if this 
was the case, then 95 percent or more of private industry in all lines 
had no business being in business, because there was only a very small 
percent of any manufacturers who process all of their raw materials 
and pay no freight on any of them. 

Since this meeting in February, TVA has received protests prob- 
ably running into the hundreds from Congressmen, Senators, fertilizer 
manufacturers, trade associations, the Hoover Commission, the Bureau 
of the Budget, Secretary of Agriculture Benson, and Secretary of 
Commerce Weeks, protesting their entering into the manufacture of 
this new material. These protests have called to the attention of 
the TVA that this is the first time TVA has ever manufactured a 
fertilizer which contains both nitrogen and phosphorus. These pro- 
tests have called to the attention of TVA that industry knows how 
to produce diammonium phosphate and that sufficient agronomic 
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research has been carried out to demonstrate its usefulness on crops, 
These protests have said that TVA’s entering into this production 
would discourage this development by private industry. 

At a recent meeting of the Nebraska Fertilizer Institute, which js 
composed of a large number of fertilizer dealers and a small number 
of fertilizer manufacturers formed for the purpose of promoting 
fertilizer use in the State of Nebraska, a resolution was unanimously 
passed that in producing diammonium phosphate on a commercial 
basis, the TVA was establishing a very serious precedent in the fer. 
tilizer industry and was hurting the industry rather than helping 
same. It was unanimously voted that the organization do everything 
in their power to bring to the attention of our Government the serious 
mistake that was being made in permitting TVA to go into further 
active competition with private enterprise. 

To all of these protests, TVA has turned a deaf ear and apparently 
they are determined to go ahead with this project in spite of thes 
many protests. 

TVA says that their distribution is for experimental and educa- 
tional purposes and that the requirements which they place on the 
distribution and use of their fertilizers confine them to educational 
and demonstration programs and avoid direct competition with con- 
mercial producers. This is just so much applesauce or bunk. They 
are very substantial producers of phosphorus and nitrogen bearing 
materials in direct competition with private enterprise at a price at 
which private enterprise cannot compete and they are doing this at 
the cost of the taxpayers. 

On page 2 of the TVA release in reference to diammonium phos- 
pheta, they plead that they are only a small part of the national 
production—one and a half percent of the tonnage and 3 percent of 
the plant nutrients in fiscal year 1954. The uninformed would prob- 
ably take these figures at face value, but let us look at the record. 
They carefully point out at the top of page 3 that industry is now 
supplying about 900,000 tons of concentrated superphosphate. In 
little booklet reprinting an article by Gordon Clapp, then Chairman 
of the Board of TVA, he states that in 1951 TVA produced 11,80) 
tons of various forms of concentrated superphosphate; so of the total, 
TVA was producing almost 20 percent. On the same page of the 
article about diammonium phosphate, they state that farmers used 
about 650,000 tons of ammonium nitrate, exclusive of the amount 
supplied by TVA. In Gordon Clapp’s report for 1951, he shows 4 
production of 136,000 tons of ammonium nitrate, again about 20 per- 
cent of that particular material; so TVA is no small enterprise. 

TVA has now started the production of diammonium phosphate 
in competition with existing private plants. They state that the 
production of these private enterprise plants in 1955 will be about 
30,000 or 40,000 tons, and yet they have modified their own facilities 
to produce a capacity of 40,000 tons annually. When this capacity }s 
utilized, TVA will be producing 50 nercent or more of the entire 
domestic diammonium phosphate production. Amounts of this mag: 
nitude hardly can be considered experimental or educational. 

TVA also says that there is a potential market of “several hundred 
thousand tons annually.” TI do not agree with this so far as anything 
in the foreseeable future is concerned. No one can say what the market 
for this material might be 10, 15, or 20 years from now, but the market 
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for this material at this time is very limited. I feel rather sure that 
12,000 tons of diammonium phosphate a year is approximately what 
rivate industry is now selling. The potential market is consider- 
ably more than the present mi irket, but to mention a figure of “several 
hundred thousand tons yearly” is in my opinion fantastic. 

| feel that the fertilizer industry can develop this market in a ver y 
satisfactory manner if they are not faced with this ruinous competi- 
tion from TVA. This TVA competition is a hindrance to us and is 
inno manner a help. ‘TVA is selling diammonium phosphate in bulk 
at $103.32 per ton f. o. b. Sheffield, Ala. This is just about exactly the 
cost to the private producers of the ingredients involved, providing 
the private producers have no freight to pay on either the phosphori ic 
acid or the anhydrous ammonia. T here are no locations in the United 
States where a private manufacturer can buy the two ingredients, 
which are phosphoric acid and anhydrous ammonia, without paying 
freight on one or the other of the materials. This means definitely 

that TVA is selling diammonium phosphate for less than any manu- 
facturer can purchase the raw materials, to say nothing of the many 
other items of cost which enter into the manufacture of this product. 

Our present selling price on diammonium phosphate in bags deliv- 
ered to dealers is $146 per ton. TVA’s price for this same material 
to distributors delivered all through the several States that we cover, 
is from $20 to $25 per ton under ours and we pay taxes. TVA says 
that diammonium phosphate can be produced by a commercial pro- 
ducer and sold at a price of $120 per ton, at a profit. We say and can 
prove without question, that no commercial producer of diammonium 
phosphi ite can sell at a price of $120 per ton and make a profit. 

Iam submitting to you a chart showing the TVA prices for diam- 
monium phosphate delivered to various points in several States which 
our company serves. I have shown our costs of producing this mate- 
rial at both Denver, Colo., and Omaha, Nebr. These figures show 
that in all cases TVA is delivering their diammonium phosph: ite to 

ill points in our territory at from $16.68 per ton to $3.10 per ton under 

our costs. Again I say that their prices undersell us by from $20 to 
$25 per ton under the prices we must have in order to stay in business 
and that these prices if continued will break Bennett Chemical Co., 
of Denver, Colo., and will keep Farm Fertilizers, Inc., of Omaha, 
irom manufacturing diammonium phosphate in Omaha and will dis- 
conn age private enterprise from entering into the production of this 
line material, rather than encourage them, as TVA says. 

I feel that the fertilizer industry can develop this market in a very 
satisfactory manner, if they are not faced with this ruinous compe- 
tition from TVA. Again I say that TVA competition is a hindrance 
to us and is not a help. 

I think the views of the American people are in favor of less compe- 
tition in business from Government agencies and that Congress should 
take action to get the Government out of competitive business and 
should definitely not permit it to enter new business fields. 

very much appreciate this opportunity to appear before you to 
present my views and the views of our industry. 
If you have any questions, I shall be very glad to try to answer them. 


Mr. Rapaur. I have a copy of your statement. The chart is 
attached. 


Mr. Benner. Yes, sir. 
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Mr. Rasavrt. It will be included in the record at this point. 
(The chart referred to follows) : 


Diammonium phosphate 

















Bennett Chem- | Bennett Chem- 
| ical Co. costs ical Co. costs | Amount unde 
TVA selling |Raw material| without selling | without selling | — our costs of. 
prices | costsfor | expense pro- expense pro- | TVA selling 
F. o. b. makinglton| duction at duction at price 
\diammonium Denver Omaha 
encaeitiat tacit Ne st sialic hte BET 
| | | | | | | 
| Bulk |Bagged | Bulk |Bagged| Bulk |Bagged Bulk | Bagged 
| } 
Sheffield, Ala__.......|$103. 32 |$110. 49 |___- Skil Lex alassdlc veined cet ee 
Omaha, Nebr._____--- | 116.20 | 123. 37 | 929205 |._.....: eae 1$122. 47 1$126.47 | $6.27 | &j 
Grand Island, Nebr_..| 117.12 | 124.29 |.....-.-......|--------|------.-] 126.01 | 130.01} 8.89 57 
Norfolk, Nebr.......-} 116.89 | 124.06 |.........-.-__|_-- |--..-.--] 125.62 | 129.62] 873] 5% 
ee ae eee ee ee 8 ree ee See: rere | 126.01 | 130.01 10.73 7 
Sioux City, Iowa__-_-_| 116.66 | 123.83 |.__.._.____- Dice ee ----| 125.35 | 129. 35 8.69) 53 
Denver, Colo. woe} 190.2% | 197.98 | 120. 00 |$129. 52 ($133. 52 |___..._- |. pcan We 6.4 
Kansas City, Mo-____- BIG. 0 | RMI en wave cnacdeve RES eee eS 126.83 | 130.83 | 11.78) 86 
Chicago, ‘Til... .......- | RAW ee | ROOD foc occc nc ccud- Pee eer oonee | 131.96 | 135. 96 16, 68 13.5 
Theoretical location | 
with no freight on 
raw materials______- pashan che ess a ha act oud 
| 











Mr. Ranaut. How long have you been making this diammoniwi 
phosphate ? 

Mr. Bennerr. We started making this in July of 1954, and our firs 
shipments were toward the end of August or maybe the first few 
days of September of 1954. 

Mr. Ranaut. According to your knowledge, when did TVA star 
making this? 

Mr. Bennerr. TVA made no shipments of diammonium phosphate 
until April of 1955. 

Mr. Rasaur. How long have they been working on it? 

Mr. Bennett. I have no knowledge of that. 

Mr. Ranaut. When they make a product, do they put it out through 
the agencies in the counties with an idea that that agency will get 
the use of this known to the farmers with the idea that eventually 
there will be 2 demand for it and TVA does not want to have the 
business when it gets into the demand stage? If this is as new as last 
year, you certainly cannot have very much demand for it already. 

Mr. Bennett. Mr. Rabaut, a fertilizer with 1 part of nitrogen and 
21% parts of phosphorus or a ratio of 1 to 214 is not an experiment. 
This is simply the same ratio as other fertilizers but a higher analysis. 

Mr. Ranaut. That is all true, but nevertheless it is new. Dia 
monium phosphate is new. As you say yourself, you are only making 
it since last year. 

I am going to make a check into this as chairman of this committee, 
but the idea of TVA making it is to get the product known, which 
would eventually be very beneficial to those in the industry. They 
would have a much better opportunity to make it known than anybody 
else would, for the simple reason that you said yourself, that they 
put it out in quite a quantity but not in much of a quantity to any one 
person. It is the question of making this kind of operation mate 
known. That is all it is for. 

The quantity that we have listed here is 20,000 tons. They corrected 
the record themselves from 43,000 to 20,000. That is the only reaso! 
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for doing it. We have it on the record that they have no ambition to 
wo in competition in the fertilizer industry at all. What they want to 
do is get fertilizers known and to tell of the type of soil where certain 
fertilizers can be best used. With the experience gained from the 
cuneate of it in various parts of the country cane the system 
thev have, it will create a demand for that fertilizer which then goes 
to the fertilizer industry. It is not that it will put the fertilizer 
ndustry out of business at all. 

Mr. BenNetr. May I say something about the system which they 
say they have in their printed matter and which they actually have? 

Mr. Ranavr. I am talking about the system they have to come up 
to the Congress of the U nited States and declare to us. This is their 
declaration to us. We cannot very well take a whole group of men 
and say they come up here and deliberately not tell us the truth. 

Mr. Bennet. In actual practice when they sell diammonium phos- 
phate the dealers that get this product buy it and sell it in direct com- 
petition with us, with no strings attached in any way, shape, or form. 

I might also add that Victor Chemical Co. has been making diam- 
monium phosphate in Chicago for several years. Monsanto Chem- 
ical Co. has been making diammonium phosph: ite in, I think, Sterling, 
Mich., for some 4 or 5 years. So diammonium phosphate has been 
made by 2 producers for some 4 or 5 years. 

Mr. Razaur. How much of it has been sold? That is the point. 
The point is to try to get it into use. If we can have it more general- 
ized anew demand will arise. You would not be making it if it was 
not good. So it is probably very good. I am very pleased to see 
somebody of your type come in here and say you are making it but I 


think you are misjudging their purposes. Alli they are trying to do is 
build up a business for the people that are going to make this. They 
do not want to stay in the fertilizer business. They will have some 
new type of fertilizer after this. 


COST OF DIAMMONIUM PHOSPHATE 


We have a letter here where they claim they can make it and sell it 
for $120.09. 

Mr. Bennerr. I know they say that in their printed matter. 

Mr. Razavur. I have a letter to TVA from a manufacturer. At 
pas Margin’ Heights, Mo., plant they claim they can make it for 

9 

Mr. Pumps. Delivered f. 0. b. where ? 

Mr. Rasaur. At the plant. 

Mr. Putis. That is not clear. Is that the price at which they 


B sell it 2 


Mr. Ranaut. Yours at Kansas City is $130.83 

Mr. Bennerr. That is right. 

Mr. Pamurps, Per b: ig? 

Mr. Bennerr. Y es, sir. 

Mr. Ranaut. TVA is $122.22 at Kansas City. Sheffield, Ala., they 
have it down to $110.49. : 

Mr. Bennerr. That is right. 

Mr. Ranaut: This is the “chart that accompanied your own letter? 

Mr. Bennerr. That is right. 
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Mr. Rapaut. I do not think there is any idea—and I am making 
no defense because everybody has a perfect right to come in and talk 
about their business—I think it is for the purpose of assisting the bus. 
ness. I do not.think it is for any other purpose. I will be very glad 
to yield to my colleague. I know the gentleman is from his State, 

Mr. Jensen. No; Mr. Bennett is across the river from my district, 
Of course, like anybody else we are interested in seeing to it that 
private industry gets a fair break. I think the thing that is dis 
turbing Mr. Bennett and the other manufacturers of diammoniuy 
phosphate is the fact that they feel TVA, Mr. Chairman, is proposing 
to produce more of this fertilizer than can be justified. They, in q 
letter which I saw from TVA, said they planned to produce 30 to 4) 
thousand tons a year. 

The thing that concerns the private companies that produce diam. 
monium phosphate in this case is the fact that TVA has told them, and 
in fact they had in our justification, that they planned to manufactur 
43,000 tons. 

Mr. Razavt. It is corrected to 20,000 tons. 

Mr. JensEN. Yes; after we talked to them. 

Mr. Bennett, as the chairman says, it has been reduced to 20,00 
tons. 

This is the point that is important in this matter. Of course, you 
know that the Members of Congress have been very anxious to have 
TVA develop a lot of different kinds of fertilizer and I think they 
have done a good job, generally speaking. I told them so. While 
they were doing that, private industry was also developing fertilizers. 
They have been working together. I think you have to say in all 
fairness to TVA that they have made their experiments and their 
developments available to private industry. So at least we have to 
give them credit where credit is due. 

The thing that I—and I think the committee would like to knov, 
is this, Mr. Bennett: Do you and private industry feel that diam- 
monium phosphate fertilizer has now been completely developed to as 
near perfection as is possible to do? 

Mr. Bennett. I think that as far as the manufacture of diam- 
monium phosphate is concerned, no additional research is necessity. 
As far as the use of diammonium phosphate on various crops in various 
sections is concerned, I think there is still more experimental work to 
be done which we are doing continually through our dealers, throug) 
the county agents, through the State agricultural colleges, and throug 
hiterally hundreds of farmers. 


QUANTITY OF DIAMMONIUM PHOSPHATE PRODUCED 


Mr. Jensen. How many tons of diammonium phosphate did private 
industry produce in the calendar year or fiscal year that has jus 
passed ¢ 

Mr. Bennett. I would say that in what we call the calendar yea! 
for the fertilizer industry, which ends on June 30 of 1955, that 12,00" 
tons of diammonium phosphate is approximately what private l- 
dustry has produced. ; 

Mr. JENSEN, What do you think private industry will produce this 
year ? 
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Mr. Bennett. In the year starting July 1, 1955, I look for our com- 
pany to go from 4,000 tons to 8,000 tons. So we expect to double our 
production. That is, our sales. Our production is plenty large 
enough. We have production facilities to make 15 to 18 thousand tons 
a vear easily. 

‘Mr. Jensen. How about the other companies ? 

Mr. Bennetr. There are production facilities on the part of these 
companies who are now in production to produce 100,000 tons of 
diammonium phosphate a year. The only reason they are not pro- 
ducing that amount is that they have not been able to sell that amount. 

Mr. Jensen. I told the TVA officials that naturally the main inter- 
est of those who represent farm communities is that we simply do not 
want to take any chance of doing anything that would reduce the 
manufacture of this very valuable fertilizer while at the same time we 
want to be fair with everybody concerned. That would be you, your 
coproducers, the TVA, and the Government. 

In a letter which I have, it was stated that if TVA sold this 30 or 
4) thousand tons of diammonium phosphate fertilizer it would deter 
id stop the private industries from manufacturing this article. Is 
there somebody about to go into this business other than the ones who 
are in it now ? 

Mr. Bennerr. We have been looked upon as one of the pioneers in 
the manufacture of diammonium phosphate, and representatives of 
the steel industry have been coming to us. We are a little company, 
but they have been coming to us because we have been producing diam- 
nonium phosphate and selling it. Inland Steel and Bethlehem Steel 
and United States Steel have sent representatives to Omaha to see me 
inthe last 2 or 3 months. They are faced with the problem of catch- 
ing their ammonia gasses from their coke oven operations which they 
have been using in the manufacture of ammonium sulphate. They 
cannot now sell the ammonium sulphate. They want to capture these 
ammonia gasses and use them in some other way. 

Another natural way for them to do is to use the ammonia from the 
coke oven gasses along with phosphoric acid and make diammonium 
phosphate. But these men have told me that their companies will not 
go into the manufacture of diammonium phosphate as long as they are 
faed with this low-priced competition from TV A because they cannot 
meet TVA. TVA will discourage them rather than encourage them. 

Mr. Jensen. What did they say their production might be? Did 
they anticipate a large production or what amount ? 

Mr. Bennet. This is a pure guess, but Colorado Fuel & Iron Co., 
Which is either the 9th or 10th largest steel company in the United 
“tates, has gone into the production of diammonium phosphate in 
tieir Minnewa, Colo., plant. Their production there from the amount 
fammonia they capture from their coke-oven operations would make 
shout 12,000 to 15,000 tons of diammonium phosphate per year. If 
you take Colorado Fuel & Iron Co. as a guide, if all the steel com- 
ules Went into the manufacture of diammonium phosphate and used 
\l of the coke-oven gases, they could easily make 50 times as much as 
‘colorado Fuel & Tron Co. can make. In other words, in spite of 
‘ie Tact that Colorado Fuel & Iron Co. is either No. 9 or No. 10 in 
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the steel industry, they probably do not make over 2 or 3 percent of 
the steel produced. 

Mr. Jensen. It would be an enormous production if they ever went 
into the production which they say they will if they can make a profit, 

Mr. Bennett. That is right. 

Mr. Jensen. Every private concern has to make a profit. 

Mr. Chairman, I am not going to take too much time here. [ an 
sure that Mr. Bennett does speak for the private producers of diam. 
monium phosphate and speaks honestly and properly and is a may 
of high standing and truthfulness. 

I was quite elated over the fact that after we had questioned the 
TVA officials on this matter that they finally said, well, 20,000 tons 
was all they expected to manufacture per year. I hope, Mr. Chair. 
man, that the TVA will stay with their regular procedure in this 
fertilizer business by not going into the field that private industry 
should handle. Of course, as Mr. Bennett says, they cannot compete 
with TVA which pays no taxes, whether it be diammonium phosphate 
or anything else that is produced and sold by tax-free corporations 

Really, Mr. Chairman, I think this whole thing depends on the TVA 
working with private industry with the right motive at heart, from 
the standpoint that this commodity has been, and I believe the TVA 
will admit it, brought to as near perfection as it is almost humanly 
possible. But as the chairman said a minute ago, they want to have 
it used by more farmers and they have an educational program going 
on. The facts, of course, are that most every county in the Unite 
States has an extension agent. You would be surprised how fast 
these farmers learn about the value of a new fertilizer, and they ar 
quick to grabit. So it just appears to me, Mr. Chairman, Mr. Bennett, 
and gentlemen, that this is a case where fairness and equity between 
men must be practiced. As far as I am concerned, I will say right 
now that certainly I do not want TVA to compete with private indus 
try to the point that it is detrimental to the farmers in getting this very 
valuable commodity. 

As I said to TVA officials the other day, even though Iowa has 2% 
percent of the class A land in America, we need fertilizer and we need 
a lot of it to supplement the elements in the soil that are not there, 10 
order to get the production. That is true all over the United States 
I think, Mr. Chairman, that is all I have to say. 

Mr. Pures. Mr. Chairman, I think maybe the record ought t 
show for clarity that this Maryland, Mo., company to which you tt 
ferred is a cooperative and, therefore, that it pays no taxes and has n0 
selling expense. Therefore, it is not properly considered as a con 
parable company with a private company which must assume selling 
expenses and the taxes that it must pay. 

Mr. Rasavt. I did not know it was a cooperative. s 

Mr. Puttuirs. In a word it is in the same category as the TVA 
itself. I am assuming that is the situation. 

Mr. Focarty. I am not too familiar with these co-ops because in my 
area of the country we do not have many co-ops. 1 noticed on Mr. 
Bennett’s cost he refers to cost without:selling expense. 

Mr. Ranact. It is just the cost of production. 

Mr. Foearry. I know co-ops do not pay taxes. TI think they should, 
but they do not. 
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t of Mr. Putmups. I agree with you, especially these that sell commodi- 
ent ‘Vir Focarty. For my own information, will you tell me how that 
fit, Host of this fertilizer would differ from Mr. Bennett's cost here because 
hey do not pay taxes ‘ 
Vr. Potties. That is what I was coming to, to make sure to get a 
am Mromparable cost. My next question to Mr. Bennett is whether his eX- 
‘am- enses as Shown on the supplemental page to the statement do include 
man [profit. You say they do not include selling expenses. Do they include 
ything above the actual cost of production? In other words, where 
the Hyou said Kansas City, Mo., $122.22 bagged for the TVA selling price, 
tons MBs against $130.83 cents bagged at Kansas City for the Bennett Chemi- 
iait- fal Co., and your notation says “without selling expense.” Does that 
this HBnclide profit, taxes, any item over and above the actual cost of pro- 
istry BiMluction / 


pete Mr. Bennerr. I would like to tell you exactly what those figures 
hate Mirover. They cover $112.95 for the materials alone delivered to our 


ions, JAplant at Omaha for making it at Omaha. In addition to that, there 
VA Bis a total of $4 per ton for bags. There is a total of $4.45 per ton for 
from Hproduction costs. There is a total of $3.40 per ton for management 
rva nd administration. There is a total of $1.67 a ton for depreciation. 
anly en we us an average outbound freight of $5.40 to get our cost at 
have #Kansas City or to get our cost at any of these points. 


roing We have taken from Omaha to these points, but in our general 
nitel MPalculations we use an average outbound freight of $5.40. 

fast | might say that there are taxes taken into consideration. In our 
y are Management and administration we consider executive salaries, ac- 
nett, HMPounting, taxes, travel, and insurance. In none of these figures has 
ween Mmliv selling expense been considered. In our production costs we 
right #iPonsider labor, power, water, gas, and superintendents. 

ndus Mr. Jensen, Making a total of how much ? 
5 very Mr. Putiies. Without the markup, 


Mr. Bennerr. Our total cost of production at Omaha bagged is 
as 2) MRI26.40 per ton, with no profit, with all local taxes in. 


» need Mr. Puituips, That is bulk? 
re, in Mr. Bennet. No, that is bagged. It is $122.47 in bulk and $126.47 
states. HN bags. Those are our basic costs. 
Mr. Ranaur. Are the rest listed here the same ? 
rht to Mi. Bennerr, Those are basic costs without selling expenses. 
ou re i Mr. Pris. What would your customary markup be? 
pas n0 #7 Mr. Bennerr, Our selling price to dealers is $146 per ton delivered. 
_ com e have a cost to the average delivered point of $134.87. Now when 


elling He sell the distributors, who in turn resell to dealers, we sell distrib- 
lors at S141 a ton delivered. So we would have approximately $6 
(oh margin where we sell to a distributor, and we would have approx- 










TVA @Pately S11 a ton margin where we sell to dealers. I might say we 
‘ive over 800 dealers in Kansas, Iowa, Nebraska, and South Dakot a, 
in my Heo are accustomed to buying from us. 
mn Mr. #% Mr. Jenson. You make about 4 percent ? 
Mr. Pritties. Just a moment. Out of that he has to charge items 
‘hich Tam not sure he covered in his other figure which TVA would 
hould, HF'rge up against the Government, I presume. That is, the general 


Search on improvements and advances. Have you taken that into 
onsideration ? 
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Mr. Bennett. We have some experimental expense under adminis 
trative. 
Mr. Puiurpes. Then we will take that out. I do not know whethp, 


you have Roce naeaers or not, but how did you get into business? |; 


it a cor poration ? 
Mr. Bennerr. We have a corporation. Five of us put up abu 
the $275,000 that was necessary to go into this business at Denver, 


Mr. Puitups. Of course, the ‘interest represented by dividends 


would be taken out of the $6 or the $11? 

Mr. Bennert. There has been no dividends. However, some of \s 
took part of our investment in debentures, so there is interest 9) 
the debentures. 

Mr. Prius. Have you plowed it back into the business? 

Mr. Bennerr. Yes 

Mr. Pumurs. Then there was another item I wanted to speak 
about, Mr. Chairman, very briefly, if I may. Advertising you chary 
off as a sales expense ? 

Mr. Bennett. Yes. 

Mr. Puituires. Mr. Fogarty asked questions when he was tn 
at this chart that I have here which shows where they have their t 
demonstration farms, why it was that they were relatively center 
in the area of what they call the Tennessee Valley Authority are 
There were none in California. I can tell you very simply. The: 
would not send it to us. I can show you my correspondence files ¢ 
15 years if I could find them, that they simply said, “We havent 
enough to send it out of the Tennessee V alley 

Mr. Focarry. That was not the answer they gave. 

Mr. Putiuies. That is correct. 

Mr. Focarry. They gave the answer that the colleges were ut 
interested in that section. 

Mr. Pures. I could immediately disabuse them of that idea }) 
my own correspondence of 15 years ago. The reason they give hus: 

certain justification. Let me make it “clear. They contend under tle 
statute they are primarily obligated to take care of the Tennesv 
Valley. But if you look at this map, if this were what they calli 
test-demonstration program, there could not possibly be this coneet: 
tration down there. It would be spread in various parts of t 
United States to see the effects of diammonium phosphate in one ci 
or superphosphate in another case in different climates, in ditfere 
types of soil, for different commodities, and different growing 
ditions which are just as different in California and “Tennessee 8 
they might be here and in Europe. Consequently, it is not in fact 
test-demonstration program, 

Mr. Rasaur. You must take into consideration the location ge 
graphically of the Tennessee Valley. The Tennessee Valley 1 ’ 
Tennessee and these adjacent territories of Alabama, Mississipp', @ al 
Georgia and all this and that. Naturally, there is going to be a col 
centration of it in that vicinity. That is only natural. Just | 
same as the automobile concentration is around Detroit. You ett 
hardly get away from it. 

They | did say something about the land-grant colleges and that! 
was through them they acted. 

Mr. Priturs. That is correct. 
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Mr. Rasavt. They said several times here it is not a matter of them 
going into competition. They told us pointblank that their price 
cheaper to get it going. That is not only with this fertilizer but 


other fertilizer. And it was for no other purpose than to cause a 


demand for it through industry. 

I in ow it is natural to have an apprehensive feeling that somebody 
‘saking an inroad on our preserves, but this is a brand new company. 
They are » producing this material only since last year. It is not in my 

nature to harmasoul. I really think what TVA is trying to be is your 
salesine n and you are just not mindful of it. In other words, you have 

e feeling that they are trying to make an inroad on you. I do not 
hink that it is really measurable. My personal feeling is that it is not 
measurable. I feel that you will find they are paving the way for you 
to be ready for a great business. I would say from the dottings we 
have on the map in that vic inity, their inroads are infinitesimal. “That 
is my thought about it. They are trying to make this go. They have 
nore of a chance to contact more peo le than you have and the steel 
companies. Everybody knows that the Tennessee V sitey Authority 
as been making fertilizer for years. Isn’t that an argument for it 

Mr. Bennerr. That is an argument for it, yes. 

Mr. Ranavt. If it is not a good argument, knock it down. 

Mr. Fogarry. Mr. C hairman, I kind of agree with you in a way, 
nd Mr. Jensen. This is a problem that goes both ways with the 
farmer. The farmer wants it and he wants it at the best price he can 
get it. 

Mr. Ranaut. He does not want it. They have to sell it to him. It 
Is new. 

Mr. JensEN. There is a great demand for it now. 

Mr. Focarry. At the same time, I do not think any one of us wants 
TVA or any other governmental agency manufacturing anything in 
competition with private enterprise. 

Mr. Rasavr. That is right; but you must remember, this is only a 
year old for this witness, so it is new. How many farmers know about 
something that is a year old? 

Mr, Jensen. Mr. Chairman, other companies have been manufac- 
turing this for 4 and 5 years. 

Mr. Patties. His company is a year old, but this is an old fertilizer. 

Mr. Rapavr. I cannot understand the TVA pushing it if it is an old 
ifair. Let us go into it with TVA. 

Mr. Prous. No, let us go into it with a disinterested witness. 

Mr. Focarry. Mr. Bennett, your biggest item of cost is material 

‘livered to your place at Omaha, which is $112.95. 

s Bennerr. That is right. 

Mr. Focarry. Would it cost this coo per ative group the same to have 
‘ie material delivered at the same place ? 

Mr. Bennerr. They would be able to buy fertilizer grade phos- 

horie acid at $80 a ton, which is the same price we pay; but phos- 
phorie acid is made at St. Louis, and M: wyland Heights is only 15 
or IS miles outside of St. Louis, so they would have a small amount 
of freight. They would be able to buy anhydrous ammonia soon from 

te Mississippi River Chemical Co. which is now building a plant 
come 0 or 75 or 100 miles from St. Louis—I do not know the lh but 
' is in the St. Louis area. There is another : anhydrous plant which 
ational Distillers has brought into production at Tuscola, Il... about 
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150 miles from St. Louis, so they would have two ingredients whi 
they would pay the same price for as we. They would have possi}j 
a little less freight than we have. 

Mr. Focarry. How much would that amount to in this figure ¢ 
$112.95 ? 

Mr. Bennerr. If you had no freight to pay on either ingrediey, 
you could buy the amount of anhydrous ammonia and phosphoric a¢ij 
which it takes to make one ton of diammonium phosphate for $102.4, 
We buy anhydrous ammonia from Allied Chemical & Dye which hay 
a plant at La Platte, Nebr., which is only about 8 miles from our plant, 
but it costs $5.80 a ton freight because it is still a line haul and it 
still a liquid under pressure. 

Mr. Fogarty. It costs you that much ? 

Mr. Bennett. It is still a line haul. It takes highly specialized 
equipment to handle it, or it would break the tanks open. The freigli 
rates are high on anhydrous ammonia. We buy phosphoric acid froy 
West Waco Co., and they have a plant at Lawrence, Kans., and we 
are 180 miles from Lawrence. So we have relatively close soures 
of supply on the two basic materials. 

By the way, I am sure the cooperative is not in production yet 
They say they could produce it for that. I am sure the Missow 
Farmers Association, a cooperative, who have a fertilizer plant xt 
Maryland Heights, have never yet produced diammonium phosphate 

Mr. Fogarty. According to your figures, if they get into the manv- 
facture of this phosphate, they will be able to buy the materials about 
$10 a ton cheaper than you. 

Mr. Bennett. If they can, it will be only because of lesser freight. 

Mr. Focarry. But they happen to be situated that way? 

Mr. Bennett. Yes. 

Mr. Focartry. Which means a $10 differential in costs. Taxes have 
nothing to do with that. 

Mr. Bennett. That is right. 

Mr. Puiturrs. They are limited by law to sales to their own men: 
bers. They are really not a competitor in that sense with Mr. Ber: 
nett. He has to pay selling prices and has a higher overhead tha 
the cooperative would have. I do not know whether they can mate 
it or not for that. Iam not arguing that. 

Mr. Fogarry. What about the other plants that are making it’ lb 
they have the same problems you have in such a short haul as 8 miles! 

Mr. Bennett. Victor Chemical Co. and Monsanto Chemical (%. 
both charge considerably more for diammonium phosphate than we do. 
Best Fertilizer Co. in Oakland, Calif., who have a plant at Lathrop, 
Calif., and Oakland, make it and they charge more for it out ther 
than we charge. Colorado Fuel & Iron Co. charge exactly the same 
price we charge. 

Mr. Chairman, if I may, I would like to make one observation Jus 
to show how TVA fertilizers are actually marketed in Iowa, Nebrask, 
Kansas, South Dakota, and Colorado. Those are areas that I knov. 
I know that TVA sells its fertilizer to some distributor, that distrib: 
tor resells the fertilizer to some dealer, the dealer resells it to the 
farmers, and none of them know anything about educational or pr 
motional programs. It is sold in the open market, period. 

Mr. Puiuies. They make no report? 

Mr. Razavut. We will find out about it. We will investigate. 
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Mr. Focarry. If that is so, we should do something about it. 

Mr. Putures. That is the point I was trying tomake. What I was 
trying to point out was that this is, in reality, not a demonstration pro- 
gram but simply a production of a cheaper fertilizer primarily for the 
TVA area and then spreading into the other areas actually in com- 
petition with people who would teen it. Two years ago this sub- 
committee—or the comparable subcommittee—refused them $1 million 
to build what they called a research laboratory which was nothing 
more or less than a production plant. 

What is the area in which diammonium phosphate is recognized now 
asa type of fertilizer for soil climate ? 

Mr. Bennett. I can speak with authority to our general area. 

Mr. Putts. My question is directed to the fact that in the area 
which I think you are going to name there are no demonstrations by 
the TVA. 

Mr. Benner. In our general area which is lowa, Kansas, Nebras- 
ka, South Dakota, and Colorado, so far as I know there has never been 
a demonstration plot put out by the TVA, and as far as I know, their 
products whether ammonium nitrate or triple superphosphate or 
diammonium phosphate have been sold through regular trade chan- 
nels with no strings attached. I can say for an absolute fact that dur- 
ing the time when triple superphosphate was scarce and when am- 
monium nitrate was scarce, 3 years ago Farm Fertilizers, Inc., at 
Omaha bought between 1,500 and 2,000 tons of TVA superphosphrous 
through black market prices which the dealers did not need but were 
only willing to sell it to get a profit for us. We used it as an ingredient 
inour manufacture of other mixed goods. We would use that as one 
ingredient. I can say that our dealers have bought TVA ammonium 
nitrate during the days of scarcity always with no strings attached, 
but always through a second or third channel and at a gray or black 
market price. 

Mr. Ranaut. Here is the map that has been submitted to the com- 
mittee. Here is the key to the map. Land grant colleges conducting 
research with TVA fertilizers. Here is one in lowa. There is one in 
Colorado, There is a circle here in the middle of a black spot, which 
I do not know is one or not, in Kansas. In the corner of Kansas they 
have an active test demonstration county listed right here on the map, 
and in the corner of Nebraska. I do not think that the agency would 
have the audacity to come here and present us with this map when it 
did not exist. 

Mr. Puiturps. That is Omaha. 

Mr. Rasaut. One in Nebraska and one in the corner of Kansas and 
ove in the northern part of Colorado. Those are the active test dem- 
onstration counties. There is one here in South Dakota. There are 
xin Oklahoma. There they are right on there. 

You say that is not so? 

Mr. Bennerr. Mr. Chairman, I do not say that no demonstration 
plots have been put in there, but if there is any demonstration on 
iammonium phosphate, we do not know about it. 

Mr. Ranaut. Those places are places where they can contact farm- 
ers and where they have been using it. We can go on and talk all 
night about it. What we are going to do is to talk to TVA about it 
and we will run this down. I think we have developed about as much 
‘swe can develop on this. 
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_ Mr. Bennerr. Mr. Chairman, may I just say one more thing. T\y 
Summers Fertilizer Co., of Baltimore, Md., who have a fertilizer play; 
in Souix Falls, S. Dak.—their president and vice president have con, 
through Omaha and saw me en route to Sioux Falls. They are thy 
TVA distributors for South Dakota. I asked both of those gentle. 
men if there were any strings tied to the TVA materials which the 
received, and they said, “No; no strings are tied to it at all.” 

Mr. Ragsaur. What do you mean by “strings are tied?” They ca 
ask any price they want ? 

Mr. Bennerr. Yes. They can sell it to anybody. It does not hay 
to be for educational or experimental purposes. They just sel} it 4 
dealers or use it in their own manufacturing. 

Mr. Rasavut. We will check on it. Thank you very much for you 
statement. 


WEDNESDAY, JUNE 1, 195). 
TENNESSEE VALLEY AUTHORITY 
WITNESSES 


HON. ESTES KEFAUVER, A UNITED STATES SENATOR FROM TE 
STATE OF TENNESSEE 

HON. ALBERT GORE, A UNITED STATES SENATOR FROM THE STATE 
OF TENNESSEE 

HON. JERE COOPER, A REPRESENTATIVE IN CONGRESS FROM TH 
STATE OF TENNESSEE 

HON. TOM MURRAY, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF TENNESSEE 

HON. JOE L. EVINS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF TENNESSEE 

HON. ROSS BASS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF TENNESSEE 

HON. J. PERCY PRIEST, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. CLIFFORD DAVIS, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. JAMES B. FRAZIER, JR., A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF TENNESSEE 

HON. HOWARD H. BAKER, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TENNESSEE 

HON. THOMAS G. ABERNETHY, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF MISSISSIPPI 

HON. FRANK E. SMITH, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MISSISSIPPI 

HON. JAMIE L. WHITTEN, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MISSISSIPPI 

HON. ARTHUR WINSTEAD, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MISSISSIPPI 

HON. ALBERT RAINS, A REPRESENTATIVE IN CONGRESS FROM THE 
THE STATE OF ALABAMA 

HON. ROBERT E. JONES, JR., a REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF ALABAMA 

HON. W. PAT. JENNINGS, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF VIRGINIA 
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HON. WILLIAM H. NATCHER, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF KENTUCKY 

HON. FRANK G. CLEMENT, GOVERNOR OF TENNESSEE 

A. R. FINLEY, GENERAL SUPERINTENDENT, ELECTRIC POWER 
BOARD, CHATTANOOGA, TENN. 

w. H. SAXTON, MANAGER, TALLAHATCHIE VALLEY EPA, BATES- 
VILLE, MISS. 

MRS. W. C. WORTHY, FYFFE, ALA. 

E. S. FERGUSON, SUPERINTENDENT, MURRAY ELECTRIC SYSTEM, 
MURRAY, KY. 

JAMES N. BLOODWORTH, ATTORNEY, CITY ELECTRIC SYSTEM, 
DECATUR, ALA. 

D. F. WRIGHT, SUPERINTENDENT, ALCORN COUNTY EPA, CORINTH, 
MISS. 

C.S. RAINWATER, JR., ATTORNEY, APPALACHIAN EC, JEFFERSON 
CITY, TENN. 

HON. GEORGE DEMPSTER, MAYOR, KNOXVILLE, TENN. 

FLOYD JONES, MANAGER, GIBSON COUNTY ELECTRIC MEMBERSHIP 
COOPERATIVE, TRENTON, TENN. 

CLYDE T. ELLIS, GENERAL MANAGER, NATIONAL RURAL ELECTRIC 
COOPERATIVE ASSOCIATION, WASHINGTON, D. C. 

ALEX RADIN, GENERAL MANAGER, AMERICAN PUBLIC POWER 
ASSOCIATION, WASHINGTON, D. C. 

CHARLES M. STEWART, MANAGER, WARREN RURAL ELECTRIC 
COOPERATIVE CORP., BOWLING GREEN, KY. 

PAUL H. TIDWELL, MANAGER, MERIWETHER-LEWIS ELECTRIC 
COOPERATIVE, CENTERVILLE, TENN. 

J. E. SMITH, PRESIDENT, NATIONAL RURAL ELECTRIC COOPERA- 
TIVE ASSOCIATION 

ROBERT I. KOBAT, LEGISLATIVE AND MANAGEMENT ASSISTANT, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 

JACK WILDMAN, ASSOCIATION OF TEST DEMONSTRATION FARM 
FAMILIES 


Mr. Rasaur. The committee will be in order. 

We have with us this morning our colleague, Jere Cooper, of Ten- 
nessee, the distinguished chairman of the Ways and Means Commit- 
tee and one of the most beloved Members of the House. I shall ask him 
to present to this panel those whom he wishes as TV A witnesses. 

Mr. Cooper. 


STATEMENT OF CONGRESSMAN JERE COOPER 


Mr. Cooper. Mr. Chairman, I appreciate the very kind and generous 
remarks of my good friend of so many years’ standing, the distin- 
guished chairman of this committee. I have been requested to 
present these witnesses to the committee today. One reason is that 
we have to make a slight change in the order of appearance, because 
one Witness listed has to catch a plane, which necessitated this change 
In order of appearance. 

[ do appreciate the privilege of being present at this hearing. I 
should like to ask that the record show, Mr. Chairman, that all the 
Members of the Tennessee delegation in Congress are present at this 
hearing; including myself, Jere Cooper of the Eighth District of 
Tennessee, Tom Murray of Tennessee, Joe Evins, of Tennessee, Ross 
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Bass of Tennessee, Percy Priest, of Tennessee, Clifford Davis of Tey. 
nessee, J. B. Frazier, of Tennessee, Senator Estes Kefauver, of Te). 
nessee, and Senator Albert Gore, of Tennessee, who will be here jy , 
short time. 

We also have present the Honorable Tom Abernethy, of Missis. 
sippi, and the Honorable Frank Smith of Mississippi. 

I request permission, Mr. Chairman, for other Members to be listed 
as they come in the committee room, if that is agreeable. 

Mr. Razavt. All right. 

Mr. Cooper. Mr. Chairman, it is my happy privilege, distinguished 
honor and very great pleasure to present to this committee our good 
friend who has been with us on many occasions in the past, His Excel- 
lency, the Governor of Tennessee, the Honorable Frank Clement, why 
will now address the committee. 


STATEMENT OF GOVERNOR FRANK G. CLEMENT 


Governor Ciement. Thank you very much, Congressman Cooper, 
Mr. Chairman, distinguished members of this panel, and distinguishel 
friends from Tennessee. 

I should like to say that it is always worth a trip to Washingto 
to associate with our distinguished Representatives in this Capital 
City. We think our Senators and Congressmen do a mighty fine jo 
taking care of the interests of the people of Tennessee. I am glad to 
get to be with you. 

I appreciate the fact that you would hear me. I will do the best I 
can to be brief. I will present to you factually and' without reser. 
vation certain thoughts which I feel are the thoughts of a vast major- 
ity of the people of Tennessee who are familiar with the probleus 
which confront us. We are not here to try to be unfair toward any 
individual, any group, or any party. At the same time, we are not 
here to attempt to withhold any thoughts which we think will be 
helpful and which we think should be brought forth. 

To you, gentlemen of the subcommittee panel of the House Appro- 
priations Committee, let me say: I count it a privilege to appear le 
fore you, and I should like to thank you not only for myself but i 
behalf of my colleagues from the Tennessee Valley who are here and 
will later testify, and also in behalf of the 6 million power consumers 
of the valley who cannot be here, for this opportunity to be hear. 
One of the reasons that hearings of this type are so important is the 
fact that it affects all of our people and yet in such a way that only 
few can afford to be present. 

Last. fall in testifying before the Joint Committee on Atomic En- 
ergy, against the Dixon-Yates deal, I said that we, the ultimate con- 
sumers of the valley, are the anointed sacrificial goats for a burnt offer 
ing to the gods of monopolistic exploitation. In this view of it, you 
should not be surprised that we are taking every measure available (0 
us that we think might be effective in avoiding such a fate. 

Recently, the present chairman of the TVA board wrote the mayor 
of Memphis, in behalf of the Bureau of the Budget, to find out if they 
were really serious about not using Dixon- Yates power. 

I am assuming the distinguished chairman of the Board felt the! 
was vital information, or he would not have used his valuable time 1 
seeking it. 
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Mayor Frank Tobey, who unfortunately couldn’t be here today, re- 
sponded in a three-page letter, which began: 


It is inconceivable that Memphis should be dependent upon a source of 
power W hich is clearly inconsistent with the continued growth and development of 
our community. 

And he concluded : 

For the reasons we have indicated, including those relating to pending litigation, 
it is our position that under no circumstances would the city of Memphis ever 
hecome a market for Dixon-Yates power. 

You can see, gentlemen, that the mayor of Memphis—and it may 
be assumed, the people of Memphis—are really serious about not want- 
ing the Dixon-Yates power. I can think of few issues in which the 
people of Memphis are in greater unanimity than in their opposition 
to the Dixon- Yates deal. 


FOR FUNDAMENTAL REASONS 


The reasons the mayor indicated, gentlemen, are fundamental. 

Anyone who is familiar with the relationship of public-utility 
service to the welfare and health of a community knows perfectly well 
that no community should be made to rely upon a source of power 
existing entirely beyond its jurisdiction and that of the State in which 
it is situated—foreign to it and in no wise responsible for its economic 
development. 

The Dixon-Yates arrangement violates every recognized principle 
of economical and efficient operation, which is basic to the develop- 
ment of utility systems. 


EISENHOWER PARTNERSHIPS 


Official spokesmen for the present Eisenhower administration have 
frequently referred to their public power policy as that of Federal- 
local partnership. 

[ have heard those statements made myself in White House con- 
ferences by official spokesmen for the administration. What kind of 
‘ partnership is it where the Federal Government makes a vital deci- 
‘ion affecting the power supply of a city, a State, and a whole region, 
without first consulting the people who have a direct pecuniary 
interest ¢ And what kind of partnership is it where the vital deci- 


F sions on the part of the Federal Government affecting the city’s, the 


State’s, and the region’s power supply and indeed their whole future, 
seem to be made, not by TVA, the Federal agency with which the 
distributors of power in the area have contracts, but by the Bureau 
of the Budget and the Atomic Energy Commission, neither of which 
has any interest in the region’s problems nor in its point of view / 

And speaking of strange partnerships, gentlemen, the Dixon-Yates 
leal seems to have been a fertile stimulant for them. According to a 
iiemorandum whieh Senator Lister Hill has made public it seems 
that a vice president of the First Boston Co. served the Bureau of 
the Budget as an adviser during the formulative days of the Dixon- 
Yates deal, whjch relation bore the profitable fruit of a preferred 
position for his company to underwrite the loans for Dixon- Yates. 
Those are just facts. 
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We uninitiated country people down in the valley have worked yp 
an acute curiosity about these—I suppose you would call this one , 
sort of silent partnership between Government and big city banks— 
since the Bureau of the Budget never mentioned Mr. Adolph H. Wey. 
zell’s name, till Senator Hill questioned them. 

At all events we are intensely suspicious of this sort of partnership 
and we are hopeful that the appropriate congressional committee wij] 
investigate it. 

DIXON-YATES DEAL ILLOGICAL 


Now it will be remembered that, with a prospective power shortage 
in the Tennessee Valley the Eisenhower administration set out to re- 
lieve TVA of a part of its contractual obligation to AEC and we 
wound up with the Dixon-Yates deal. We set out to procure sub. 
stitute power for the country’s biggest power consumer and we wind 
up forcing it upon the country’s largest power producer—contrary 
to the President’s announced intention. | 

As I said at the outset, we are taking every measure available to ys 
to defeat the Dixon-Yates deal and these measures include leg;! 
action. ; 

The State of Tennessee, in conjunction with the municipal and other 
distributors in the valley, is presently fighting this irresponsible ef. 
fort to serve special interests, in the United States Court of Appeals 
for the District of Columbia, before the Securities and Exchange 
Commission and before the Federal Power Commission. Inci- 
dentally, actions attacking the legality of the Dixon-Yates contract 
with the Atomic Energy Commission and the right of Edgar Dixon. 
KE. A. Yates and others to serve as officers of the Mississippi Valley 
Generating Co. have just been initiated. Mr. Dixon, it will be re- 
membered, heads Middle South Utilities and Mr. Yates, the Southern 
Co. As you know the Federal Power Act provides that no individual 
can hold a position as an officer in more than one public utility con- 
pany without FPC approval. 

Insofar as the Dixon- Yates deal is concerned, we are confident that 
we will block it through the courts—and we are prepared to go to the 
Supreme Court with it, if necessary to do so. 

When I speak of the State of Tennessee I speak of the official sov- 
ereion government of the State of Tennessee. 

And if all court action fails, we are prepared to take other recourses 
We had, at this time, rather not reveal what these measures are, bi! 
in the words of Davy Crockett, “We are in high spirits although we 
have had some difficulties to encounter.” 

In short, we intend to hold the Chickasaw Bluffs against this 
invasion by an Arkansas squatter from Rector Street. New York City. 
And that is no reflection upon the good citizens of the great State 
of Arkansas nor of New York City. 

And I would like to point out before the committee panel that ou! 
litigation is serving far more than our local interests in the valley. 
We think it serves the interests of the citizens of Arkansas and the 
citizens of New York City. 

It is first of all calculated to preserve the world’s outstanding e¢ 
ample of a completely integrated and coordinated utility system that 
continues to serve this Nation as a power reservoir for national (le: 
fense and a yardstick for low-cost power that—despite the efforts 0! 
the private power lobby—remains a nationwide influence and example 
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for low rates. And I will predict here that if the calamity of TV A’s 
destruction should ever befall this Nation the people from one end 
to the other would soon suffer the unfortunate results of greatly 
increased electric rates. 

Next, we are serving the taxpayers of this Nation. We are serving 
them first by preventing the Government from entering into a con- 
tract for power that will cost the taxpayers $90 million more, accord- 
ing to AEC admission and $140 million more according to the estimate 
of TVA engineers. But that is only the begenning of it. Should the 
Dixon- Yates deal go through, there would be other Dixon- Yates deals 
around the perimeter of the great ‘Tennessee Valley power system. 

Moreover, there would be an immeasurable loss resulting from eco- 
nomic stagnation in the valley from the disruption of the TVA sys- 
tem and the eventual high rates. During the 20 years of TVA, the 
people of the Valley have substantially doubled their tax contribu- 
tion to the Federal Government. Who can say what loss such a 
hackset might bring, not merely to us, but to the revenues of this 
Nation ¢ 

And finally we are serving the people and the economy of the whole 
Nation in our effort to prevent the Securities and Exchange Com- 
mission, through its approval of the Dixon- Yates deal, from making a 
shambles of the Holding Company Act. 

SEC ignored the interlock and concentration of control provisions 
of the act, despite the clear statement of policy on the part of Con- 
gress that holding companies must be kept within bounds and should 
be allowed to expand their holdings only when a clear showing can 
be made that the public interest will be served. 

Moreover, SEC has allowed the Southern Co. to acquire an inter- 
est ina facility which is 150 miles away from its service area, in plain 
contravention of the Holding Company Act. And there are other 
points which, in the view of our counsel, violate the law. And we are 
asking the court of appeals to reverse the SEC order. 

So the effort to destroy TVA by subterfuge jeopardizes other as- 
pects of our national welfare. 

I have appeared before several Congressional committees over the 
past 3 years to advocate adequate appropriations for TVA. I am 
still convinced that this is the most responsible and economical way 
in Which to finance the expansion of this great national-regional multi- 
purpose Federal enterprise. 

We are in need not only of power through the much-delayed-for- 
years Fulton Plant, but also such other locations as Johnsonville, Gal- 
latin, Kingston and John Sevier. 

_ But the present administration oposes this method. And by ma- 
jority voice the Congress, at one time or another, has supported the 
administration policy. 

In the fact of this situation, the majority of the Tennessee Valley 
Authority have proposed to the Bureau of the Budget immediate min1- 
um measures to meet the valley’s impending power shortage. As 
we understand it, the majority recommendations, among other things, 
propose that an item of $614 million in the budget now earmarked 
for a transmission line from the middle of the Mississippi River to 
Memphis—since it can never be used for that purpose—be released 
to TVA for beginning the needed new generating plant at Fulton, 
lenn., to build up the western end of the system. 
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As spokesman for the people of my State and a representative of 
the valley, I would like to express our approval of the recommend). 
tions of the majority of the TVA Board, which, until the Bureay of 
the Budget reversed the chairman, constituted the recommendatio)s 
of the entire TVA board. 

In addition we think—out of our experience with the methods em. 
ployed by the Dixon-Yates dealers—that it is important also to write 
a prohibition in the appropriations bill providing that none of the 
money therein can be used for salaries, and so forth, to carry out the 
Dixon- Yates contract. 

We have been advised that the proposal of the majority of the TVA 
Board for the transfer of the $614 million item to the Fulton project 
contemplates the enactment of additional legislation not properly be. 
fore this committee that would, also, authorize the Board to employ 
alternative or supplementary methods of financing expansion, includ. 
ing the issuance of revenue bonds and lease-purchase arrangements 
with local governments to finance specific projects. 

Let me say here that we fully approve the whole plan as it has bee 
developed by the majority of the Authority. I would also point out, 
in passing, that the proposed change of purpose for the $614 millio, 
item in the budget will in no wise increase the budget and cannot be 
opposed by the administration on that ground. 

Before relinquishing the subject, I must reiterate for you, gentle. 
men, that the self-financing alternative or supplementary proposal 
made by the majority of the TVA Board meet with widespread popu 
lar approval in the valley. The valley power consumers are ready 
and eager to pay for revenue bond or local financing for TVA expan- 
sion on the fair businesslike terms proposed by a majority of the 
Board, even though appropriations are the cheapest money available 
and it behooves the Government to finance a project of such national 
value as TVA by the cheapest means available, and even though ap- 
propriations would be repaid under a sound businesslike schedule als, 
and should in no wise be abandoned as a method of financing expansion, 

Yet I cannot mention the plan for alternative financing proposed 
by the majority of the Authority without comment on the action of 
the Bureau of the Budget seeking to wreck this plan and on the tur: 
coat action of the President’s general on the TVA Board in switching 
his support from the original plan, to which he was a party, to this 
piece of sabotage. ate al 

And I must comment on it for what it signifies of the intentions 
of this administration toward TVA. In the Budget Bureau's at 
tempt to wreck the plan for self-financing, to which administratio! 
spokesmen have given such loud lip-service, we have finally a candit- 
camera view of their intentions. For anyone who may have clus 
to any shred of doubt, the real purpose of this administration has nov 
been made cruelly clear. 


RESOURCE DEVELOPMENT 


Before ending my comment here, I would like to emphasize for you 
gentlemen, the continued importance of support for TVA sone 
development. The resource development activities of TVA estab 
lish an essential link between river control operations and the instit- 
tions and people of the valley. In many ways, the resource develop: 
ment program is at the heart of the TVA partnership, for it binds 
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together What otherwise might be separate Federal, State, and local 
eflorts into a joint approach to the development of the valley. 

You may ask, Has not the valley, in its development, got beyond 
ihe need of this activity on the part of TVA. 

It is true that the States and local governments of the valley have 
taken advantage, and rightfully so, of TVA assistance to enlarge 
and broaden the scope of their activities concerned with resource 
development and use. Existing State agencies have been expanded 
and strengthened and in some instances new agencies have been 
created. 

Indeed, operating expenditures of State agencies dealing with 
agriculture, forestry, fish and wildlife, and parks have multiplied by 
more than 6 times over the last quarter of a century. 

As local governments have taken over resource development func- 
tion from TVA, the Authority has restricted and modified its activities 
uid its appropriation for them. Yet it still remains vital to the region 
wid tothe statutory aims of TVA. 

The important and necessary function that TVA now exercises 
in resource development activity over the valley now is as a central 
ciearing house of the activities of the various States and local govern- 
hients, as a coordinator among them, a leader and a source of tech- 
nical advice and experience—which the States are unable as yet to 
achieve for themselves. 

For example, in Tennessee, last year we launched, under the general 
supervision of the TVA, our first watershed development project in 
West Tennessee in the Beech River drainage system. In other words, 
we are only now acquiring the technical facilities and know-how to 
ivy our hand at launching and carrying on such a project. 


APPROPRIATION OPPOSED 


lam going to urge the committee to disallow one proposal for an 
appropriation. 

That should be good news, when a witness appears and asks you to 
disallow some proposal for an appropriation. I have reference to the 
$100,000 alleged “contingency fund” which I am told that General 
Vogel, TVA’s present Board Chairman, is seeking. I am advised 
that the majority of the Board have said that:they know of no con- 
tingency in TVA affairs that this $100,000 item is intended to meet. 
The ambiguous general has been quoted in the press as saying, when 
questioned by reporters as to what use he intended to make of the 
5100,000, that it would not be proper for him at the present time to 
describe the use to which the money will be put. 

[ will goeven further. We in the valley intensely suspect that the 
use to which the $100,000 would be put would not be proper. 

In conclusion, gentlemen of the committee, let me reiterate that we 
ire here grateful of the opportunity you grant us, to respectfully urge 
you to support those minimum measures now sought by the majority 
of the Tennessee Valley Authority to escape Dixon- Yates degradation 
and destruction, and to meet the pressing need for new generating 
facilities for TV A to avoid an impending power shortage in the valley. 

I have attempted to give you our views, our ideas about certain basic 
matters and matters of policy. I have brought with me a staff I think 
is capable of answering any question or obtaining the answer to any 
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question that might be brought up by this distinguished grow) of 
Congressmen, technical or otherwise. We want to be helpful and we 
will be helpful if given the opportunity to do so. 

You have been most courteous to us, and I want to say to you again 
that there is no way I can describe to you the importance of TV\. 
not just to the people of Tennessee and not just to the people of the 
Tennessee Valley, but to the people of America and the free world 
We sincerely believe that TVA is one Federal agency which has in its 
own binaielin way reflected what we like to say is our way of reflecting 
greater glory to God and progress for all mankind. We believe in it, 
W e are anxious to be cooper ative in any honorable financing plan such 
as that which was given the approval unanimously of the T VA Board, 
and which we now find scrapped, with one member of the TVA Board 
running for cover when he finds it does not get approval up the line, 
We think the time has come for Congress to take a firm hand and 
see to it that this great agency is not destroy ed by indirection by thos 
who have refused to admit directly they are willing to destroy it. 

Thank you very much. I will try to answer any questions vou 
might ask me. If I cannot answer them I will not hesitate to sil 
so and ask my staff to assist. My staff and I are available, and all the 
facilities we have at hand, for this great group. 

Mr. Ranavr. Governor Clement, after hearing your devotion to 
the people as expressed in this statement it does not tak much imagin- 
tion to understand the devotion of the people to you in the State of 
Tennessee. 

Governor CLEMENT. You are very kind. Thank you. 

Mr. Razavr. I am very pleased that you made the statement that 
you did on this subject. 

Governor CLEMENT. Thank you very much, sir. 

Mr. Rapsavut. Are there any questions of the Governor ? 

Mr. Evins. No, Mr. Chairman; other than to commend whiat you 
have said. 

Mr. Puiturrs. It is nice to see you again, Governor. 

Governor CLEMENT. It is good to see you, sir. 

Mr. Paiurrs. Last yea ‘and I quote from the record of last year— 
you made a statement : ale a 20-year celebration. I think you called 
it a “heartwarming” celebration at T upelo, Miss. Do you remember! 

Governor CLemEent. That is correct, sir. 

Mr. Puiurrs. I think I used your words. 

Governor Crement. That sounds like what I might have said. 

Mr. Putiurrs. It was to witness the renewal of. the first 20-year 
contract between a valley distributor and TVA. 

Governor CLEMENT. That is correct, sir. 

Mr. Pruirs. Did you by any chance read the Tupelo Journal 
of June 12, 1953, in which they had an editorial entitled “Lost (rood 
Will Greatest Threat to TVA”? Thad it put in the record. It will 
be printed in the record in full. 

Governor CLement. I will be happy to read it. I do not remember 
offhand reading that particular editorial. I might have. 

Mr. Pures. I will quote briefly a couple of sentences. 

Governor CrementT. All right, sir. 
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Mr. Pures. I quote: 
The Tennessee Valley Authority which has done a better job of publicizing 
itself than perhaps any other agency of the Federal Government has overplayed 


its hand. 
It has talked so much about the prosperity it has brought the people of the 


srea it seems that the rest of the Nation has grown jealous. 

« * * The time has come for TVA to back up and admit that the fastest 
erowth in the South actually has taken place outside the TVA area and that 
we who live within its borders are still as a whole just about the poorest people 
in America. 

This of course would be quite true. For with the exception of giant projects 
like the Oak Ridge atomic energy plant that Uncle Sam has plunked down in 
Tennessee, the TVA area has shown less rapid industrial growth than several 
other portions of the South. 

And in income the TVA area is still dollar for dollar further behind the national 
average than it was in 1933 when the Tennessee Valley Authority was first 
established. 

I merely wanted to say that this has been a matter of discussion 
before this subcommittee for some time, and perhaps that heartwarm- 
ing celebration down there had another side to the coin, too. 

I think the intent of this committee has not been to “get TV A’- 
you mentioned its destruction several times. There has never been 
any evidence before this committee of a desire to destroy TVA. I 
think the intent is to put it on its own feet. 


EXPENDITURES BY TENNESSEE FOR RESOURCE-DEVELOPMENT WORK 


I should like to ask you this specific question: Last year TVA testi- 
fied that 7 valley States were expending $45 million for resource de- 
velopment work. Can you tell us how much of that amount Tennessee 
contributed ? 

(Governor CLEMENT. Of the $45 million for resource development I 
cannot; but I will be glad to furnish it to the committee. 

Mr. Pumuis. I wish you would. 

(Governor CLEMENT. All right. 

(The information is as follows :) 

The amount expended by the State of Tennessee for resource development 
was $6.1 million. 

Mr. Puitires. You will remember 2 years ago when this matter of 
resource development first came up and we 1 reduced the amount, which 
had gone in 1 previous year as high as $7 million, as I recall it, we 
reduced it to a figure which was in fact a lower figure than is now in 
the budget. The reason we restored it to the higher figure 2 years 
igo was because I was visited by quite a few people from Tennessee. 
We had a very friendly conference. Maybe some of those people are 
in the room today. 

There was no apparent objection on the part of Tennessee to assum- 
ing some of this responsibility, which all other States carry by them- 

‘elves, but the request was not to do it abruptly. They could not act 
wntil the biennial meeting of the Tennessee Legislature. As the Gov- 
emmor, will you tell me now what the Tennessee Legislature has done 
'o pick up Tennessee’s part of this annual expenditure for resource 
‘levelopment ? 
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Governor CLement. That question addresses itself to the same poin 
I was asked a moment ago. We increased appropriations generally j) 
Tennessee, as was evidenced by the fact that today the sales tax ha: 
gone from 2 cents to 3 cents in that great State. But I cannot give 
you the specific answer; but I will furnish it immediately, Congress. 
man Phillips, and we will see that you get it without delay. 


CITY OF MEMPHIS AND THE DIXON-YATES CONTRACT 


Mr. Prunus. I made a note on the margin of your speech. You 
said, “I think there are two issues in which the people of Memphis 
are in great unanimity.” That is in connection with the Dixon-Yates 
deal. I have a dim recollection, and if I had known this was coming 
up I would have come prepared for it, but I think I have a statement 
from the chamber of commerce of Memphis approving the Dixon. 
Yates arrangement; am I right / 

Governor CLEMENT. I do not know whether you have that statement 
or not. I do know that one or more active members of that distip- 
guished body, and it is a very fine group of people, have been inter. 
ested in seeing that the Dixon- Yates idea becomes a reality. But | 
feel, very frankly, that the mayor of Memphis is the chief spokesman 
of the people of the city of Memphis at this particular time, and is 
the one who is rather familiar with what is going on in Memphis, ii 
Shelby County, and I can only reiterate, without regard to whether 
or not such a statement was, or is, in existence, that I think that the 
most overwhelming support that could be given any controversial or 
political issue of that type at this time would be given to the idea of 
blocking Dixon- Yates. 

I am not familiar with the statement you mention, but I am familiar 
with the fact that, within the distinguished ranks of the chamber of 
commerce, there have been one or more people, with whom I am 
familiar, who have talked with me about it, who have supported the 
Dixon- Yates idea. We have not attempted to hide from those people: 
on the contrary, we have sought every opportunity to discuss the 
matter with anyone who shared a different view from our own. 

Mr. Puitures. Having once been a chamber of commerce secretary, 
1 am of the opinion that chambers of commerce do not as a rule go 
off the deep end unless they think they represent a fair part of the 
people in the community. : 

Governor CLEMENT. I have a very high regard for chambers of 
commerce generally, and the Memphis Chamber of Commerce 11 
particular, but, like every other body composed of human beings, they 
are subject to error and if they endorsed the Dixon-Yates proposal 
in this case, I will have to say to them respectfully, but firmly, I 
consider that they have erred in their judgment. 

Mr. Puttuires. I am sorry the mayor is not here, because | want 
to ask him something about a letter. Will you speak for him / 

Governor CLEMENT. I will be glad to offer to do this—I have n0 
authority to do it, but I will be glad to try to get from the mayor 
the answer to any question that you would like for me to carry back 
to him. 

Mr. Privures. If Memphis should refuse Dixon-Yates power, 
we call it, power from the Mississippi Valley Generating (o., wh 
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vould lose but Memphis? They would simply have to build their 
own powerplant, which is a step they could have taken up any time. 
They could do it today without all this furor; they could go out 
and build a powerplant like other communities in the United States. 
Why all this furor about the refusal of the Dixon-Yates plan? Why 
jo they not do like other municipalities, just go out and build their 
own powerplant ? 

Governor CLEMENT. I mean this respectifully and I do not want 
ty be presumptuous, but I think the Congressman’s question assumes 
that the Congress is going to say to the people of Tennessee Valley, 
-ou will either let us cram down your throat a deal which is going 
iy cost the people an unconscionable $140 million—a deal that a 
whole lot of very fine influential and high-minded people think is 
nmoral, or is at least unmoral by its very nature, and if we do not 
submit to this financial rape, that what we are going to do is turn 
round and tell you that you will either take that or we will turn 
the lights out on you. I just do not believe the Congress is going 
tosay that, Mr. Congressman. 

Mr. Prius. I read the contract last year—I have not read it 
recently, but I do not recall anything in the language or any implica- 
tion that would agree with you on that statement. I think the Mis- 
-issippi Valley Generating Co. would simply have to dispose of the 
power somewhere else and Memphis would make its own power. 
~ Governor CLEMENT. I have to conclude my remarks on the Dixon- 
Yates by saying this to the distinguished Congressman from Califor- 
nia: I think anything is better than sitting back and spinelessly sub- 
mitting to something that you consider absolutely, basically, legally 
and morally wrong. And if there has ever been any issue brought to 
my attention, since I became Governor, which I considered basically 
to be both legally and morally wrong, it is the Dixon-Yates deal. 
So whatever courses are open to us, sir, we would have to consider 
them and exhaust them before we will let that Dixon-Yates power 
get beyond the middle of the Mississippi River. I do not know what 
they are going to do with it, after they get it out to the middle of the 
river, but I do not believe it will cross. 

Mr. Puiuutrs. I was not taking exception to that poimt: I was 
simply taking exception to this furor in Memphis over whether or 
not they would take the power when all Memphis has to do is to build 
itsown plant like other communities do and let the Mississippi Valley 
(renerating Co. sell it elsewhere. 

Governor CLement. I think that the one thing we have to keep in 
mind in diseussing the building of a plant, sir, by either the city or 
a State, is this integrated system and the complexities that are involved 
there. It isnot that the people of Memphis or the people of Tennessee, 
or the people of the valley are unwilling to do this, that, or the other; 
to the contrary, I think it can be fairly said that we are almost unani- 
nously willing to do anything which is honorable and fair and which 
will promote the interest, not only of our region, but of the Nation. 
But we have an integrated system that has worked. We have an 
integrated system that has helped consumers of power in your district 
-— the districts represented by these other Congressmen, to obtain 
“ectricity at a more reasonable rate, than, we feel, they would have 
obtained it otherwise, and at the same time the private power people 
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have been able to get, by and large, certainly a fair return on their jy. 
vestment. And we feel that before we talk about the building of 
individual plants by a separate city or a separate county or a separate 
State, you have to solve the problem of integration and the con. 
plexities related thereto, and I do not think it is just quite that simple, 
I am not saying that it cannot be done, and I am not saying that jt 
never will be done, but I do think there is a more desirable course. 

Of course, we felt that the most desirable was that which we haye 
had, the appropriation system which was set up in the beginning. We 
were very willing, and instead of being recalcitrant, adopted the TV 4 
Board’s recommendation for this new plant, and thought that we were 
being cooperative and holding hands with everyone concerned, because 
we understood that General Vogel adopted it, too. Then it goes ty 
the Bureau of the Budget and we find we lose one of the members of 
the Board, but we still have a majority and we stand by that play, 
which will work. 

Mr. Puiturrs. I did not know you were going to bring up another 
matter, regarding which I made a note. T think we should, in dl 
fairness, tell all sides of the story; I think you would want to veal 
and, as I said, I did not bring over my votes from last year’s hearing, 
I recall that when the question of Mr. Wenzell, who you say was « 
officer of the Boston bank—and I was not aware of that, but that 
all right, he may have been—but the Bureau of the Budget, in reply 
to this question, said specifically that Mr. Wenzell had not worked 
definitely upon the Dixon- Yates contract; that he was in the Bureau 
of the Budget at the time for another purpose. Am I right; co yo 
remember ? 

Governor CLEMENT. I believe you are correct in your statement tha! 
the Bureau of the Budget did say that. However, I have no way of 
knowing what goes on inside the Bureau of the Budget. I am. 
stranger over there. But I do know that it has not been denied that 
the gentleman occupied a position of adviser to the Director of - 
Budget at the very time all of this was going on, and in order not | 
be naive, I feel that I should make this : statement, that, as rnor, 
I found that there are many people who are in my ‘office and advising 
on different problems, but it is hard for me to conceive that a mar 
under these conditions, would completely divorce himself from ever 
having anything about such a multi-million dollar deal, announced or 
discussed in his presence or around him, unless, first of all, he bal 
something of a guilty conscience about it; and, secondly, if he di 
discuss it, or advise with them, then that throws out the statement that 
was made. 

I have before me a copy of a speech made by a distinguished United 
States Senator, one in whom I have great confidence, a speech by ~ 
ator Lister Hill, of Alabama, U nited States Senate, on February 
1955, entitled, “New E vidence in Dixon- Yates Deal.” . 

And among other things he discussed in some detail to some lenyt 
was this very question that we were talking about. I will be glad to 
make a copy of this available to the committee. He discussed it « 
much more length than I do, and again, I do not know to what exten! 
the gentleman ‘discussed this with those who were in the Bureau of 
the Budget. All I do know is that, particularly in a deal which seets 
to smack so much of favoritism, and gives such advantages to a few 
selfish-minded individuals or concerns, we cannot help but be very. 
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y suspicious, and it leaves a shadow of a doubt which I do not 


very 


‘hink should surround Government activities. 


ESTIMATES FOR MANAGEMENT STUDIES 


Mr. Puiiips. My own opinion was that the principal “favoritism” 
vas one that would permit the utilities to pay taxes which would 
make up the difference you have mentioned. But if you do not know 
what goes on inside the Bureau of the Budget, do you think it was 
quite fair to use this statement, on page 21: 

We in the valley intensely suspect that the use to which the $100,000 would 
he put would not be proper. 

That is the end of the quotation. Now I would like to read the 
statement of the Bureau of the Budget. This refers to the TVA 
ndget : 

The three largest reductions were $38,000 in Government Relations and Eco 
pomic Staff; $71,000 for the Information Office; and $81,000 in the Division of 
Personnel, 

In acceptin these reductions, the Chairman 
and I am interpolating General Vogel— 
alled attention to the need of a staff responsible to the general manager to make 
he necessary investigation for management purposes. This, he thought, would 
wake it possible to have special studies made, leading toward improvement in 
ihe operation and administration of the TVA. Since this proposal had not been 
officially approved by the other members of the Board, and was in the nature of 
1 new project, the details of which had not been worked out, a round amount of 
S100, was included under the heading, “Undistributed (Contingency ). 

Now, Governor, having at one time been engaged in and having 
been interested for many years in the subject of internal management 
ind having helped finance through this committee most of the Gov- 
ernment commissions and committees which are presently engaged in 
that subject, [am astonished that you should say that the use of money 
‘or the development of management plans for efficiency, for compe- 
leney, 18 not proper. 

(rovernor CLEMENT. I am equally astonished, if you will permit me 
to say so, that you would say that I said the use of money for that 
plupose Was not proper. 

Mr, Puiiiips. Iam reading from your speech. 

(rovernor CLEMENT. Yes, sir, but if you will read my speech, I did 
hot say what you said I said. I said that the use to which the $100,- 
1) would be put would not be proper. 

Now, if that is truly the use to which it would be put, we cannot 
‘ee why the majority of the Board could not approve it and why it 
could not be spelled out as to what it is going to be used for, rather 
than in this particular case, put in a contingency fund. Now, by the 
use of the word “proper” or “not proper” I certainly assure you that 
| was not questioning, or indicating, that General Vogel would spend 
the money for his own personal use. But I was questioning whether 
or not the $100,000 would be spent properly in the interest of the 
people who are the taxpayers and the consumers. And I feel that 
vhat nanagement or efficiency studies need to be made, that the ma- 
jority of the Board, sir, can spell out and that the Congress can cer- 
tainly appropriate money for that purpose. 

Mr. Pumxirs. May I call your attention to a fact which was testi- 
ied to abundantly before this subcommittee: The General was not 
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asking for the money for himself but was asking for it for manage. 
ment—for management purposes, and it seems to me that if there j 
any astonishment to ersue, it should be directed to the members of the 
Board for not-having approved it. Why do they want to deny wha 
practically every industry in the United States today considers neces. 
sary ¢ 

Governor CLEMENT. Knowing the other two members of the Board 
and having the confidence in them that I do, sir, I have no reason ty 
believe that they want to deny anything that is proper; and that js 
one reason, and I am very strong in my conviction, that if these two 
gentlemen cannot subscribe to a $100,000 appropriation, I cannot se 
why it is so essential that the other member of the Board, the nev. 
est member, and who has certainly shown himself to be far from inde. 
pendent, should be given such weight: and it will be astonishing to 
me if the Congress goes overboard to provide funds which a majority 
of the board has not requested, but funds which a minority does re. 
quest. We have had a pretty hard time getting funds, even whe 
the unanimous group on the Board were asking for it, and certain\ 
it would be a new day when one member can come up here and ge 
funds without having the support of at least one other member. 


INTEREST RATE 


Mr. Puitires. Would you be willing to pay an interest rate on the 
unpaid balance, the same interest rate that the Federal Government 
pays for that money? That came up before, and I think the general 
feeling was that it was agreeable, was it not? 

Governor CLEMENT. Yes. We are willing to pay a fair interest 
rate. When you get into the same amount of money that the Feder 
Government pays on it, again, I do not want the Federal Government 
in some Dixon- Yates deal, where the interest rate can go up mighty 
high, sir, and we could be in a position where, if we pay just what the 
Federal Government pays, that is one thing, but 

Mr. Pures (interposing). Whatever it pays on its bonds. 

Governor CLEMENT (continuing). There is no reason why we shou! 
not pay a fair interest rate, and I would say that a fair interest rate 
would be the actual cost of the money, on a fair and honorable basi. 

Mr. Puiuuirs. Thank you, Governor. 

Governor CLEMENT. Thank you. 





ESTIMATE FOR MANAGEMENT STUDIES 


Mr. Focarry. Governor Clement, in the colloquy between you and 
Congressman Phillips on this $100,000—that was requested by the 
Chairman of the Board? 

Governor CLEMENT. Yes. 

Mr. Focarry. Under the heading “Undistributed (Contingency) - 
I did not quite follow the testimony of General Vogel when he was 
before the committee. As I understood his testimony he made tle 
claim that he could not find out what the people in the same activity 
were doing for TVA. When I asked him how long he had been there, 
he told me about 8 months. I thought it was very peculiar that a ma! 
in his position, being there 8 months, could not find out what the peo 
ple were doing in that activity. 
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I find that he made this request of the Bureau of the Budget, and 
this is the first time since I have been a member of the Appropriations 
Committee, which is 9 years, I have ever seen the Bureau of the 
Budget make a request like this to the Congress, saying to the Chair- 
nan of the Board, here is $100,000 that you can have, if Congress will 
vive it to you, for your use. I told him, in my opinion there was 
something about it that did not sound right to me, and to be per- 
foctly frank with you, I think he knows it now, too. He did not have 
any real good justification for that $100,000. This is the first time, or 
one of the few times, that I ever heard of a man in his position on that 
side of the table requesting something in the budget, a change at least 
from the budget, and presumably for some other reason than what 
you believe that the funds might be used for. 

' That is the way I understood it. 

Governor CLEMENT. I certainly appreciate vour clarification of the 
facts, because it does add to the store of information which I had, 
which was naturally limited. And I would like to say—and I do 
not mean it sarcastically—but I think the facts will bear it out, I 
suppose that the Bureau of the Budget had reason to believe that 
turn about was fair play; they got him to change on a very important 
finance plan, and I suppose he could get them to change and add $100,- 
000. But the facts bear out the fact that he did change his position. 

We have taken a good bit of abuse about this TVA situation. We 
have had to fight our way every inch of the way in the last few years, 
ind I see no reason why we should sit down there and receive $100,000, 
when we do not know what it is going to be used for; we cannot 
justify that $100,000 either, so we say you would be proper in knocking 
it out. 

Mr. Ranaut. Thank you very much, Governor. 

Governor CLEMENT. Thank you, gentlemen. 

My experiences before all of these committees, when Congressman 
Philips was chairman, and now that we have the distinguished new 
chairman, all of you have been very pleasant in spite of the fact that 
Talways feel that I am in the presence of people who are so intelligent 
that I do not know whether we could stand up or not; I am always 
treated courteously, and I appreciate it very much. 

I would like to repeat, if any individual member of this committee, 
or any of your colleagues, want any information, I will either come 
back to Washington personally or will send anybody you request, or I 
will send you any information immediately. 

Thank you very much. 

Mr. Ranaut. Thank you. 

Mr. Cooper. 

STATEMENT OF S. R. FINLEY 


Mr. Cooper. Mr. Chairman, the next witness to be presented to the 
‘committee is Mr. S. R. Finley, general superintendent of the Electric 
Power Board of Chattanooga, Tenn. 

Mr. Ranaut. Mr. Finley, the committee will be very glad to hear 
you at this time. 

Mr. Finuey. Thank you, Mr. Chairman. 

I wish, according to practice, to identify myself, and then as briefly 
’s I can outline my reasons for appearing before you. My name is 
‘. R. Finley, of Chattanooga, Tenn., where I am general superintend- 
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ent of the electric power board, an independent agency of the city of 
Chattanooga. I am a graduate electrical and mechanical engineer 
and have been engaged in the electric public-utility field in all of jt 
phases, both publicly and privately owned for 37 years. 

My appearance is on behalf of my board, which serves a heavily 
industrialized area of some 500 square miles, part of which i IS in the 
State of Georgia. We have an area population of some 250,000 people, 
and in this area we serve 75,000 customers, about one-half of whom ar 
within the city of Chattanooga and one-half outside of it. Our board's 
requirements for its customers are very large and we are the largest 
distributor of TVA power. In fiscal 1954, our board purchased 1,735, 
848,000 kilowatt-hours from TV A—for which we paid them $7,0s9. 
815 at an average rate of 4.08 mills per kilowatt-hour. Our purchase 
power requirement was 5.3 percent of TV A’s total kilowatt-hour sala 
during that year and we paid to them 5.3 percent of the total incone 
that TVA received from the electricity sales. 

The TVA is our area’s exclusive source of power, as it is to all of 
the TVA service area’s 148 municipal and cooperative distributors of 
TVA power who serve some 1.333.000 customers. My appearance i 
also on behalf of the Tennessee Valley Public Power Association, 
which is an organization to which over 90 percent of the power dis 
tributors distributing TVA power being. In fiscal 1954, these 14 
power distributors purchased 12 billion kilowatt-hours from TVA, 
which was 40 percent of the electricity which TVA sold, and thee 
power distributors paid to TV A $52,732,616 for this electricity. Their 
payments amount to approximately 40 percent of TV A’s electricity 
income. 

I cite these figures to show we power distributors’ relation to TVA 
and the importance to us of what happens in TV A’s electrical future 
This future as we see it, is in the hands of the Congress, and as one: 
most vitally concerned about it I assure you we appreciate the oppor 
tunity to be heard by your honorable committee. 

Upon many occasions we have heard during the last 21% years many 
statements from W ashington about a “partnership policy” betwee 
the Federal Government and local agencies in the field of development 
and distribution of federally owned electric power resources. Such 
a condition is nothing new to us, and T would like to say that we 
favor such a partner ship, and for nearly 20 years have had a successfil 
example of such a policy to the benefit of both the Federal Gover: 
ment and the areas in which we live. At the end of fiscal 1954, ve 
power distributors, that is, the local partners in the 20-year partner: 
ship, had $420,768,000 of assets in our 148 locally owned ‘and operatel 
municipal and cooperative power systems. The Federal Governmett. 
the TVA, our partner in this venture, at the end of fiseal 1954 hai 
$968,365,000 of assets invested in its part of the partnership. Of this 
amount which the Federal Government had invested, some $255,9l4- 
000, or about 25 percent of it, had come from the earnings and income 
of TVA. Likewise, a substantial portion, about 38 percent of ott 
148 local systems’ assets, had come from the earnings of our systems 
As of the present time, both partners, the Federal Government throug! 
TVA and our local systems, are on a fair way to eventually having 
created their entire assets wholly from their net earnings. 

However, we, one important part of this partner ship, that is, 
local agencies, have begun to have considerable worries and a 
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lhe last two sessions of the Congress have failed to provide author- 
‘zation for any new generating ¢ apacity for the TVA, who is the 
enerating and transmitting partner in this partnership, we being the 


jistribution partner. This present Congress, if it follows the recom- 


nendations of the Bureau of the Budget, may also do likewise, and, 


J assure you, again, gentlemen, this possibility worries and con- 


cerns Us. 
Let me cite a few simple figures to show why we are concerned, why 


we are worried. Using the Bureau of the Budget’ s own statements, 
in 1958, unless additional generating capacity is authorized by this 
present Congress, TV A’s assured capacity available to loads which 
it serves other than AEC will be 6 percent short of the loads it must 
serve at that time. The Bureau of the Budget frankly says that there 
would be available assured capacity—I am talking ‘about the loads 
other than the AEC—of 7.033.000 kilowatts to serve a load estimate 
of 7490,000 kilowatts. This is not a pleasant picture, nor a rosy view 
of our electrical future. And the amazing thing is that the Bureau 
of the Budget says this at a time when the Office of Defense Mobiliza- 
tion of our Nation has just announced an upward revision of its elec 
trie power expansion goal for the Nation, which has been in suspen- 
sion since December 1953. This new revised goal of electrical capac- 
y for our Nation by the end of 1958 is to 150 million kilowatts of 
Sone ity—an increase of 46 million kilowatts over that in service in 
this Nation at the end of 1954—and apparently none of this upward 
revision is to be for the Tennessee Valley service area. It is indeed 
startling that they assume—that is, the Bureau of the Budget—that 
our area, Which should have at least the same surplus of assured gen- 
erating capacity of loads to be served as the rest of the Nation—10 to 
15 percent surplus—is not to have any surplus, but instead is going to 
be allowed to be 6 percent short. Frankly, we think these assump- 
tions on the Bureau of the Budget’s part are bad planning, and we are 
here to ask that you, the Congress, change these plans. I do not 
mean to be disrespectful when I ; say that our area has just about 
reached the limit of any confidence which we may have had in the 
Bureau of the Budget’s adequately planning for our electrical future. 
Now, what do the people closest to the real facts about this situa- 
tion say—the ones whose opinion should be listened to as speaking 
based on a thorough knowledge of the situation? I am told in a press 
release, a majority of the members of the TVA Board of Directors 
asked the Bureau of the Budget for authorization this session of 
0,000 kilowatts of new generating ¢ apacity, certainly a modest 
request. One member of the Board, the Chairman, d‘ssented on this, 
but voted for and ree ommended — 650,000 kilowatis of added gen- 
erating capacity be authorized, a more modest request. Both of 
these requests took into consider: cies the present assumption—not 
at all likely to be realized—that the Dixon-Yates 600,000-kilowatt 
plant would be available to serve the AEC. Yet. in the face of these 
penis from the responsible directors of the TVA, the Bureau of 
the Budget makes no recommendation for a single kilowatt of addi- 
tional generating capacity for TVA. It is our earnest request that 
when your honorable committee marks up the TVA appropriation 
bill you include in it 950,000 kilowatts of newly authorized generating 
‘apacity, or a minimum of 650,000 kilowatts. should your judgment 
dictate this instead. 
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We want no part of the Bureau of the Budget’s suggestion that 
the TVA load in 1958 exceeds its assured capacity—and this cond). 
tion will certainly exist—the added needs can be purchased fro, 
outside sources. It is not a good condition to have the power supp) 
for any area to be dependent upon sources foreign to that area, qj 
which obviously have no responsibility for the area’s economic ¢p. 
velopment. Congress established this principle in 1935 when it estab. 
lished the Holding Company Act. At that time the Congress (. 
cided upon a basic principle that “integrated and coordinated oper. 
tions” were the best condition for the public interest, that they pro. 
tected the electric consumer best. Now, by the stroke of a pen, the 
Bureau of the Budget would vitiate this—they would turn back thy 
clock—and make the Tennessee Valley service area dependent in the 
future upon out-of-the-area power sources who have fought the TY4 
and our area’s economic development every step of the way for the 
last 22 years. 

The Tennessee Valley Authority has been an efficiently operate 
Government institution. Its results compare favorably with, and jy 
many ways exceed, the performance of similar privately owned inst. 
tutions. The TVA has had an excellent performance record of plu 
ning, constructing and carrying out the will of the Congress, as ex 
pressed by the act creating it. The TVA has the confidence of the; 
million people in its 80,000 square-mile service area. I believe it has 
the confidence of the Nation, and has received worldwide acclaim x 
being at the top among our governmentally created institutions. It 
would not be good public policy to change the nature or being of TVA 
at this time, as the Bureau of the Budget’s recommendations clearly 
indicate it wants to do. By being successful, TVA has made enemie 
of powerful vested interests who would destroy it, and the preseut 
recommendations of the Bureau of the Budget are a step in this 
direction. 

For these additional generating units, as in the past, the power 
consumers of the Tennessee Valley are willing and want to pay rate 
necessary to cover their costs. We do not seek, and have not receive. 
any Federal bounty toward our electricity costs from the Feder 
Government. Many of us believe that the present financial arrange 
ments of the TVA are fair and equitable—and have been a good bus: 
ness proposition for the Federal Government. However, when TVA 
recently submitted a report outlining alternative means of financing 
its future power supply needs, to be different from the present method 
of appropriated funds, we, the people of the area, after a thorougi 
study of these proposals, expressed our willingness to have thee 
changes made. It is apparent now that lack of time may not peril 
these changes in the TVA Act to be made during this session of the 
Congress. But such an important thing as provision for the Tenness 
Valley’s future power needs should not now be held up on that accoutt. 

In 1952 a candidate for the presidency stood before our people 1 
the Tennessee Valley asking their support. He praised the Tennesse 
Valley Authority, said it was doing a good job—he did not at thet 
time call it “creeping socialism”—and he further said that it, the 
TVA, would continue to be operated at maximum efficiency. We feel. 
and have felt, that this promise should be carried out. It cannot be 
done by turning over TVA’s future power needs to be subject to the 
mercies and prices of surrounding private utilities as the Bureat 0! 
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the Budget frankly states a belief should be done. This continuation 
of TVA at its maximum efficiency can best be done by the Congress 
authorizing the needed additional generating units which the TVA 
Board has asked for at this session of the Congress. 

Mr. Rasaur. Thank you, Mr. Finley. 

Mr. Fintey. Thank you. 

Mr. Putiures. Mr. Finley, if our friend, Mr. Cotton, were here, he 
would have extended his good wishes. 

Mr. Finney. Yes. 

Mr. Pritures. He has left us, as you know. 

Mr. Fintey. Yes, and will you tell him that I missed him 

Mr. Puiiirs. On page 2, where you give the figures $968,365,000 
you will concur that that does not ine Jude quite all of the expenses 
that private enterprise would have been compelled to write into the pic- 
ture. That is, the interest did not equal the amount of interest paid 
by the Federal Government for the money, nor did it include all of the 
taxes and so forth, so there would have been a little different pic- 
tuwre—rather than a quarter of the money being der ived from the earn- 
ings of the TVA, it would have been practically none? 

Mr. Fintey. Well, the private utilities, sir, would not have been 
allowed to reinvest their earnings; they are not allowed to do that, 
sir. 

Mr. Poms. Now, on page 3, there is a slight ambiguity here, 
in the second paragraph, lhagineitonn in line 4, “other than AEC.” 
The figures presented to this committee in all years have included 
the estimate for the AEC—that is, the power, and I think you intended 
it to read that way. 

lam not challenging your statement ; I think it is a slight ambiguity, 
sit not ¢ 

Mr. Fintey. I believe, Congressman, the Bureau of the Budget, or 
the President’s message said that for loads other than the AEC, 
that there would be available an assured capacity of 7,033,000 kilo- 
watts. I believe the Bureau of the Budget used the words “for loads 
other than the AEC.” 

Mr. Prumnrpes. As you know, the previous figures have included the 
probable demands of the AEC, which are somewhat intangible because 
we do not know how much they will want, and you do not know in 
Chattanooga. 

Mr. Fintey. I do not know the exact figures, but it seems to me that 
the requirement of the TVA—I mean the AEC—in 1958 will be in the 
neighborhood of 3 million kilowatts. And at that time TVA will 
have roughly 10 million, so I was merely pointing out what would be 
available for load other than AEC, 

Mr. Pumtrtes. If these figures of probable demand, which you say 
were made by the Bureau of the Budget, are based on the estimate 
of the TVA itself, which I presume they are, I think you should 
know that the future needs of the TVA have been overestimated ever y 
year in the last 5 or more years. Those figures are in the hearings 
for this year and they will show the over estimations, so it is doubtful 
: at _ overdemand, if there is one at all, will be as large as you say 

will be. 


_Mr. Frxtry. Well, I only take their estimate as being the correct 
ligures, 
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Mr. Puituips. They have given themselves a little cushion on thi 


probable demand. 
On page 4, at the very bottom of the page, you say you want y 
part of the Bureau of the Budget’s suggestion, and the suggestion 


that it be purchased from outside sources, but that does not concyy, 
Mr. Finley, with the customary practice of the TVA. Last year, 


when you were up here, you recall, the TVA was buying about | 
percent of its power from outside sources; is that right? 

Mr. Fintey. If I may say, sir, that is because the Congress had jo 
provided the generating capacity needed to carry its load. 

Mr. Puitiuies. Well, if the Congress continued to refuse to appr 
priate money to build steampl: ints, then of course, the TVA woul 
keep on buying power from outside; is that a good solution / 

Mr. Fintey. No, I would not agree with that, Mr. Phillips; I ¢] 
that isa very bad solution, 

Mr. Priaures. I do not know any other State in the United States 
which has been more insistent on States rights than the State of 
Tennessee—now how do you adjust this situation in which a man by 
the name of States-rights Finley comes up here and wants a handowt 
from the Government every year ? 

Mr. Finiry. Well I do not like the “handout,” but I might explain 
my name by saying that I was born in South Carolina, in York 
County, and Andrew Jackson was born in my county, and my peopl 
were Democrats long before Andrew Jackson was born. 

Mr. Razavr. Thank you very much, Mr. Finley. 

Mr. Fintey. Thank you. 

Mr. Ranaut. Mr. Cooper. 


\ 


STATEMENT OF JAMES N. BLOODWORTH 


Mr. Coorrr. Mr. Chairman, I would like to present next as a wit- 

ness Mr. James N. Bloodworth, an attorney from the State elect! 
system of Decatur, Ala. As I stated earlier, Mr. Bloodworth has to 
catch a pl ine and we are calling him a little out of order. 

Mr. Ranaut. Mr. Bloodworth, the committee will be pleased to lew 
you at this time. 

Mr. Bioopworrn. Thank you, Mr. Chairman. 

Mr. Chairman and gentlemen of the committee, I am ap pearily 
before you today as the representative of the city of Decatur, situate 
in northern Alabama. I am an attorney but my appearance bf 
you here today is not a “paid performance. * Tam personally int 
ested, and our people are primarily interested, in public power as 
provided by the Tennessee Valley Authority. My being here is on 
of those many services which the members of the bar are called upoll 
to perform from time to time. Last spring I had the privilege ot 
appearing before the Hoover task force on water resources in Chattt- 
nooga, Tenn. I recall that one of the gentlemen on the task force 
asked me who was paying me to appear and testify. Of course. 
lawyer never likes to admit that his services are free, but I must | 
fess to you gentlemen today that no one has paid me to appear. 

Mr. Rasavr. And you are in that status today? 

Mr. Bioopworrn. Yes. I have to confess twice. I also would like 
to state to you gentlemen that I had the privilege of appearing befor’ 
the committee, I believe in the 83d Congress when Congressm” 
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Phillips was the chairman of this subcommittee, and I believe Con- 
oressman Cotton was then a member of that committee, and he has 
now stepped up to the Senate. 

Mr. Pumuies. We have promoted several people, Mr. Gore, Mr. 
(ase, Mr. Cotton, and several others, from the same subcommittee. 

Mr. BuoopwortH. Yes. And I want to : again take this opportunity 
o thank Congressman Phillips, then chairman of the subcommittee, 
for its courteous attention ; they were very grac ious to us and we 
again want to thank you for the privilege of appearing before you. 

“Gentlemen of the committee, if I understand the mission or purpose 
of this subcommittee, it is to seek the facts regarding the TVA and 
‘0 consider and recommend to the committee—I started to say the 
—e as a whole, but I believe it is the full committee—a report 

n the TVA appropriation bill. 

Now, my being here is simply to say to you, as one member of the 
public at large, in the Tennessee Valley, that we request your con- 
ering and granting an initial appropriation for additional steam- 
venerating units to be constructed by the Tennessee Valley Authority 
to satisfy our ever-increasing requirements. 

It is my understanding, as Mr. Finley stated, that all 3 of the 
TYA directors had recommended to the Bureau of the Budget that 
ew units for generating power be provided. I believe that the 
newspapers reported that Directors Patty and Curtis recommended 

that 6 new units be provided, and Chairman Vogel, General Vogel, 
recommended 4 units. And, as I understand from the newspapers, 
which, of course, is our principal source of information, they unani- 
ously recommended the 4 units. We feel that the calculated judg- 
ment of these gentlemen who, after all, are charged with the duty 
ind responsibility of administering the Authority, should go a long 

ray toward convincing you gentlemen of the additional power needs 
of the system. 

_ Now, if a witness from the valley itself can be any help, it would 
e to point out the phenomenal power needs and the growth of power 
inhale in our section, city, or of the cooperatives. Now, our 
\ility system is municipally owned in Decatur, and it only distributes 
power within the State, contrary to the factors in C hattanooga and 
some of the other cities, where it is distributed throughout the 
county. 

In 1940, soon after we became a municipal electric utility, having 
purchased the privately owned utility, Decatur was using 20 million 
kilowatts of electricity. In 1948, when, I believe, it was the 80th 
Congress, studied the need for the first and_ initial appropriation 
for the new Johnsonville steam plant, Decatur was then using 120 
uillion kilowatts of electricity, 6 times that of 1940. 

In 1954 the city of Decatur electric system sold to its citizens over 
i) million kilowatts of electricity. In other words, since 1940 
the total annual consumption of electric ‘ity increased 8 times, from 
“million kilowatts per year to over 160 million. 

Likewise, the average annual use of electri icity has increased. 

In 1940 the aver age annual use per customer was 1,640 kilowatt- 
nee. In 1948 this had increased to : 3,400 kilowatt-hours; by 1954 
his figure had climbed to 8,236 kilowatt-hours. Now, the national 
Werage, Tam informed, during 1954 was 2,545. 
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To what do we attribute this growth? We believe it is due, firs, 
to the tremendously increased use of electricity by our city residents 
And I would like to point out that that has permitted our citizens 
to buy electric refrigerators, air-conditioning units, and _ electric 
ranges, and a number of other electrical appliances, to be placed in 
our homes; and, of course, most of them have been bought from 
manufacturing concerns in Detroit and in California, and in Illinois, 
and in other districts and States that the gentlemen on your side of 
the table represent. 

In fact, | suppose that our city is typical. I do not remember 
all of the figures offhand, but approximately, I believe, of all of ow 
homes, about 9 out of 10 have electric refrigerators, ‘and probably 
the same number, electric ranges, so this great increased use of elec- 
tricity has permitted them to buy these projects that they heretofore 
were not able to secure. 

We also attribute our growth in electric power demands to our Jong- 
overdue industrial growth. We have now become a market area, 
Many manufacturing plants have grown up in order to be closer to 
sources of raw materials and markets. As an example, the Worth- 
ington Corp., with which, no doubt, you gentlemen are familiar, long 
a leader in the manufacture of commercial pumps, has established the 
first plant manufacturing air conditioners and air-conditioner equip: 
ment in the South. 

Our city electric system is one of the ninety-odd municipal electric 
distribution systems in the TVA area, which, of course, buys power di- 
rectly from the TVA. I think perhaps it is a typical one. As I w- 
derstand, the question has been asked as to whether our municipally 
owned utility system pays taxes, and although I do not claim that this 
is exactly germane to the question you gentlemen are studying, | 
do think it provides some information and elucidation that should be 
provided. It does pay taxes. It pays what is known as payment i 
lieu of taxes. In fact, in 1954, it paid over $72,000 as payment in liew 
of taxes to our municipality : and our county ; and that figure of $72,000) 
is more than the cout ned taxes paid by the telephone, t the railroad 
utilities—and we have two, the Louisville & Nashville and the South- 
ern—which have taxpaying properties there, as well as the taxes paid 
by one of our largest industrial plants, Goodyear-Decatur Mills, and 
the in lieu of taxpay ments made by our gas and water systems, which 
zlso are municipally owned and combined. 

During the last year of its operation, the private power utility ouly 

paid $7,500 i in taxes. 

Today, due to the growth of the system, it would naturally pay 
more, It isestimated, however, that on the usual basis of paying taxes 
it would only pay about $20,000. So, as you gentlemen can see, our 
system cer tainly more than pays its way. There are other advantages 
which are not so apparent. Our local system furnishes electric street 
lighting at a lower charge and through its earnings has built and 
maintained a modern and attractive “utility building housing the 
electric, gas, and water departments. 

In conclusion, gentlemen, let me state that I trust that I have been 
able to present one example of a typical industrial city in the Tennes- 
see Valley and its greatly increased demands for electric power. The 
need seems indisputable. The question seems to be the method of 








’, first, 
idents, 
itizens 
‘lectrie 
ced in 

from 
Llinois, 
side of 


ember 
of our 
1) ably 
f elec- 
tofore 


: long- 

area, 
ser to 
V orth- 
*, long 
ed the 
equip 


lectrie 
ver di- 
IT u- 
ipally 
at this 
ing, I 
uld be 
ent in 
in liew 
72,000 
ilroad 
South- 
s paid 
s, and 
which 


y only 


V pay 
taxes 
e, our 
itages 
street 
t and 
o the 


» heen 
mnes- 

The 
ad of 


509 


yoviding the power requirements. I should like to state at this 
int that I believe I speak for most of our citizens when I say we 
ave no apology to make in requesting that you provide additional 
funds for additional steam generating capacity for TVA. We think 
and believe that the National Government since it owns TVA has a 
natural obligation to provide this additional power so that its munici- 
wl customers like Decatur, Ala., can have more power to sell. 

We know that other financing methods have been suggested. I 
am not familiar with them, though I have read of them in the daily 
newspapers. However, I personally believe and should like to 
strongly suggest to the committee that you gentlemen search for a 
slution to provide funds for new power development from the Fed- 
eral Government itself. We do not ask for any handout in Federal 
finds nor any subsidy to our region. After all, the Federal Govern- 
ment spends money for harbor development where harbors exist, it 
spends money for river navigation where rivers are capable of being 
developed for navigation. It spends money for reclamation projects 
where the need is. It spends money for flood control where floods 
are greatest. 

We in the Tennessee Valley do not condemn this: we applaud it. 
The Federal Government has been developing the Tennessee Valley 
for 22 years. We ask that you continue that development. We ask 
that you provide the funds for its development, knowing that under 
the TVA Act the total investment of the Federal Government in the 
power system will be fully repaid to the Government. We feel the 
acid test of Federal expenditures is whether the Nation gets a full 
dollar’s worth for each dollar of investment. We believe this has been 
accomplished in the valley. 

Mr. Ranaut. Thank you, Mr. Bloodworth. Are there any ques- 
tions? If not, Mr. Cooper, we will hear the next witness. 

Mr. Coorrr. The next witness to be presented is Mr. W. H. Saxton, 
manager, Tallachatchie Valley Electric Power Association, Batesville, 
Miss, 


I 


STATEMENT OF W. H. SAXTON 


Mr. Saxton. My purpose today is to tell you something of what the 
TVA means to the people in north Mississippi. My remarks will be 
concerned primarily with the growth in use of electric service in that 
part of Mississippi which is served by TVA power. 


TVA SERVICE AREA IN MISSISSIPPI 


rhe area in north Mississippi that is now served by the municipal 
ind cooperative distributors of TVA power includes all or major 
portions of 31 counties. It is an area of 17,000 square miles, repre- 
‘tenting about one-third of the area of the entire State. The popula- 
Non Is roughly equal to about one-third of the State’s total. It is 
primarily a rural and farming area, and Columbus, with a population 
of about 20,000 is the largest city. 

The area is served by 14 municipal electric systems and 14 rural 
electric power associations, all of which purchase their supply of 


power from the TVA. 
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RURAL ELECTRIFICATION PIONEERED BY TVA IN NORTH MISSISSIPPI 


The relationship between the people in north Mississippi and the 
TVA has existed since the beginning of TVA and has been very 
satisfactory. Northeast Mississippi was the first large area to receive 
a supply of TVA power. The city of Tupelo, which had been operat. 
ing 1ts own municipal electric system since the turn of the century, 
was the first town to contract for a supply of TVA power. The 
Alcorn County Electric Power Association was the first rural electric 
cooperative in the TVA area and is believed to be the first in the United 
States. It was organized by the citizens of Alcorn County in 1934 
in cooperation with TVA, and is the prototype of the REA coopera- 
tives that have since spread throughout the entire Nation. It was in 
Mississippi that TVA and the distributors of TVA power were {irst 
able to secure a reasonably wide market area in which to distribute 
power. And it was in Mississippi that TVA pioneered in the design 
and construction of low-cost rural lines so that the farms and small 
communities might economically be served. Thus, the people in our 
area are probably more familiar with what TVA has meant to rural 
people, not only our State but of the Nation, than people of other 


sections. 
EMPHASIS ON RURAL AND FARM ELECTRIFICATION 


At the time TVA power first reached Mississippi, only 1 farm out 
of every 100 had electricity. We were in last place among the 4 
States. A few farms that did have electricity were located on the 
outskirts of towns and cities, so farm electrification in the real mean- 
ing of the word was virtually nonexistent. There were even quite a 
few towns of 300 to 500 population, which had no electric service 20 
years ago. 

Because of the nature of the area and the dependence of the people 
upon agriculture, it was only natural that the power distributors and 
TVA throughout the last 20 years have placed major emphasis on 
getting electricity out into the rural areas. This effort has been very 
successful. Though statistics show that Mississippi still ranks next 
to the bottom among the 48 States, we are proud that about 77.5 percent 
of farms are now electrified in the entire State. We are even more 
proud that in the TVA area of Mississippi that approximately 8) 
percent of the farm homes have electricity. In the area served by 
my association, approximately 95 percent of the rural homes have 
electric service. 


GROWTH IN CONSUMERS AND USE OF ELECTRICITY 


I would like to review with you the growth in the use of electricity 
throughout the area in Mississippi that is served with TVA power. 
It is well to make electric service available, but it is more important 
to make it available at a cost to the consumer that permits the use of 
electricity to do the many household and farm chores. 

I will use calendar year 1941 as the base year. Naturally, a more 
impressive record could be made by going back to 1933, but we ran 
into difficulties in obtaining accurate data on power use in this area 
for that year. The year 1941 offers a convenient base because that !s 
the first full year of operation for the area in our State served by 
TVA power. The other years of comparison are 1945, which is peak 
wartime year in electricity consumption ; 1952, 1954, and 1957 estimate. 
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Growth in consumers and average use 


Number of 


Residential consumers | 


Average use 


| Kilowatt-hours 
wil... --- ---- ----- - 35, 000 | 1, 300 
1945 ’ - -- . - 47, 000 | 1, 445 
1954 tesh is 50g Serer. 124, 000 3, 143 
1957 estimate ‘ a 137, 000 | 4, 000 


Sale of electricity in the TV A area of Mississippi 


[Millions of kilowatt-hours} 


Calendar Calendar Calendar Estimate, 
year 1941 vear 1945 year 1954 1957 


Residential. - 42 64 384 | 600 

ommercial and industrial 54 82 1 280 | 1 500 
- eat 

Total...- | Ob ; 664 1, 100 


: : E E | 4 
Farm sales included in residential 10 | 187 280 


The Oldbury Chemical Co. used 21.5 million kilowatt-hours in 1954; the 1957 estimate includes 150 million 
ilowatt-hours for Oldbury. 


The homes of the TVA power service area, which has less than one- 
third of the State’s population, are using more than 40 percent of 
all the electricity used by the residences in the entire State. 


POWER SUPPLY 


For a number of years our area has experienced a great growth in the 
use of electric service. There is evidence on every hand of a corre- 
sponding increase in the standard of living of the people consuming 
this electricity. We now stand on the threshold of an era of still 
greater growth, particularly in the field of industry and commerce. 
To meet this growth we must lock to TVA to provide the nee essary 
power. The distributors of TVA power have large investments in 
distribution facilities made on the premises of a partnership agree- 
ment to provide and distribute electricity to the consumers in our 
area 

My particular operation is on the fringe of the TVA area. Our asso- 
ciation was organized in 1937, but did not go into operation until 
1939. IT will not detail the obstacles that were placed in our path dur- 
ing the organizational period, and early years of operation, by those 
opposed to our way of distributing power. Suflice it to say that with- 
out the wholehearted cooperation of the TVA many now receiving 
electric service would not have it. Nor could they have enjoyed the 
use of electric service that they do today on the rates charged by our 
neighboring utility. That is why we are disturbed about the Dixon 
Yates or any other scheme to provide outside generation for the TVA 
area. We know from experience that we can exist with the private 
utilities only so long as we are not dependent upon them in any way. 

Mr. Ranavr. Thank you, Mr. Saxton. Are there any questions? 

If not, Mr. C ooper, we will hear from your next witness. 

Mr. Cooprr. Mr. Chairman, the next witness is Mrs. W. C. Worthy, 
of Fyffe, Ala., member of the board of the Sand Mountain Electric Co- 
operative, Fort Payne, Ala. 
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STATEMENT OF MRS. W. C. WORTHY 


Mrs: Wortuy. I am Mrs. W. C. Worthy, a housewife of Fyffe, Ala, 
a small community on the Sand Mountain plateau in DeKalb County 
in the northeastern part of Alabama. My husband is a farmer and re. 
tired rural mail carrier from Fyffe post office, and we have lived in 
this community 35 years. We raised a family of 4 boys and 1 girl. 

Mr. Rasaut. Good for you. 

Mrs. Wortuy. Most of them were grown when we first received elec. 
tric service in 1935. 

When the Sand Mountin Electric Cooperative was organized in 1940 
to bring electric service to our area, I was asked to serve on the board 
as one of the incorporating members and am happy to say that I have 
been reelected to the board each year since. [ believe that I am 
the only lady on the board of a TVA Cooperative, though I under- 
stand there are others serving on other REA Co-ops in the Nation. 
It, of course, has been my aim these years to look after the interest 
of all the members in my area, but more especially the interest of the 
women. We lived without any electric service, that is central station 
service, anywhere in our area until 1935 when TVA began to build 
some lines in the valley and in order to try to stop the threat of TVA 
expansion the Alabama Power Co. built a few small rural lines in the 
Sand Mountain area. These lines brought a few farmers lights, but the 
rates were so high that we could not afford other appliances and I 
doubt, if on 200 miles of lines in the Sand Mountain area in 1940, that 
there were as many as 50 electric refrigerators among some 700 or 800 
electric consumers As soon as the co-op took over we began expanding 
and did build some 125 miles of lines before the war stopped construc- 
tion. Since the war Sand Mountain Electric Cooperative has built 
some 1,350 miles of line and served an additional 8,000 members so 
that it is now serving a total number of 10,500. 

This means that the women in something over 10,000 homes no longer 
have to fill kerosene lamps and clean the globes in order to have lights 
nor do they have to carry the milk and butter to the spring or well in 
crder to keep it from melting down on a hot summer day. 

It is hard to say just where electricity means the most to me, but 
our electric water system that brings the water at the turn of a faucet 
is, I believe, the most important. An electric water heater makes 
plenty of hot water in one faucet while the adjoining one is cold. This 
makes my cleaning and kitchen work much easier, so that I still carry 
on without any help whereas by old methods I doubt that I would 
be able to do so, 

My modern range is such a labor saver that it is impossible to 
describe what it means. I have almost forgotten carrying in wood 
und carrying out ashes and cleaning up, that took time in addition to 
the time of preparing and cooking food when the fire had to be 
watched to see that the heat was maintained. Now, I merely set the 
automatic controls and go about my other work, knowing that the 
proper temperature is maintained in the oven and the meal will be per- 
fectly cooked when the time has expired. Of course, the electric re- 
trigerator enables me to keep food available that it was impossible to 
keep in the old days and at the same time save much food that was 
formerly thrown away. 
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On Sunday I can put the roast in the oven and go to church and 
when I get back itis ready for dinner. 

The electric food freezer makes our homegrown foods available the 
year around without the necessity for spending hours and days of hot 
work over a stove canning and preserving food as of old. The fresh 
fruits and vegetables which my family enjoy the year around is a 
great help in maintaining health. For those families with growing 
children it means so much for their proper growth and development, 
as well as being a timesaver of the housewife that it is hard to see 
how one could keep house now without a home freezer. 

The most general appliance used in our area and one of the first 
secured is an electric washing machine and this too is a great labor 
saver for the women of our area. Many of whom have worn them- 
selves out before the days of electricity are now able with the help 
of electric washers to carry on and keep their family’s clothes clean 
when it would not be possible were it not for electric washers. Many 
of our members have automatic washers since they have installed an 
electric water system. 

I might say here that my grandmother used to dip water from a 
spring with a hickory stick. My mother drew water from the well 
and used the rubboard, and I use the ringer-type machine. Of course, 
Ihave running water. My daughters and daughters-in-law place their 
clothes in the washer and push a button, so that does mean some- 
thing. 

Mr. Ranaut. And some people want to be Communists. 

Mrs. Wortny. I would like to mention some of the smaller uses, 
of course, lighting is the first use made of electricity on Sand Moun- 
tain and now we are installing IES lighting, which protects our 
family’s eyes and allows the children to study their lessons without 
danger of having to wear glasses before they are grown. We are 
rewiring and lighting our schools to meet IES standards. 

Mr. Rasavur. What is meant by “IES”? 

Mrs. Worruy. Illuminating engineering standards. 

The electric iron, of course, runs right along with the washer and the 
vacuum cleaner helps with house cleaning, while the food mixer takes 
care of more hard work in the kitchen. And nearly every housewife 
saves 1 to 3 hours per day, or rather in most cases the children who 
are usually assigned that boresome task of churning with a hand 
dasher when the electric churn takes over. 

Of course, nearly everyone has a radio and many have both AM and 
FM sets. Within the last 12 to 18 months television stations have 
been erected that serve the Sand Mountain area, and now television 
is being installed in many homes. This brings the news and sights 
of the world, to us people in the rural area, that have not heretofore 
been available and means much in an educational way. In fact we 
are now receiving the Alabama educational programs from our educa- 
tion station on Cheah Mountain. 

You must realize that this means that we are increasing our use of 
electricity and the average residential member of the Sand Mountain 
Electric Cooperative is now using approximately 350 kilowatt-hours 
per month and will soon use more so it is imperative that TVA be 
allowed to expand and build the necessary generating facilities to meet 
this increasing demand. Our cooperative is now planning an expan- 
sion program to make capacity available in another 10 years to serve 
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12,000 members 1,100 kilowatt-hours per month. I sincerely hope 
that you can see fit to approve the construction of those plants for 
which TVA has asked to meet our growing needs. 

We want TVA preserved and expanded to meet the growing needs 
of our area, for abundant low-cost electric power has changed our way 
of life, more especially that of the women, for we have alws ays done 
our own work. This, of course left little time for other things until 
electricity took over the drudgery. Now we look forward to more 
freedom as electricity assumes more and more of our time consuming 
tasks. 

And now, I want to thank you for hearing my story which T have 
tried to hold within the 10 minutes allowed, though T could talk 
much longer about TVA and electricity. Thank you, gentlemen. 

Mr. Rasavur. Mrs. Worthy, it is very proper that you should read 
such a paper. It gives to all of us an intimate picture of the progress 
in America ; how much we have to be thankful for; how much drudgery 
has been taken out of life; how much more time is given to a mother 
for her children and to the worthy purposes of family life. It is 
refreshing to see someone come here, as you have today, and tell the 
committee of this progress in fine, simple, understandable language. 
You are to be commended for your devotion to others. 

Mrs. Wortiy. Thank you. 

Mr. Ranaut. Who is your representative ? 

Mrs. Worrny. Mr. Albert Rains. He grew up on the mountain 
where I did. 

Mr. Razavur. That mountain produced some pretty nice people. 

You may introduce your next witness, Mr. Cooper. 

Mr. Coorer. Mr. Chairman, the next witness to be presented is 
Mr. Edward Ferguson, superintendent of the Murray Electric System 
of Murray, Ky. 

STATEMENT OF EDWARD FERGUSON 


Mr. Feravson. My name is Edward Ferguson. I am superinten- 
dent of the Murray Electric System of Murray, Ky., a municipal 
corporation created, organized, and existing under and by virtue of the 
laws of the Commonwealth of Kentucky. 

Murray is a town of 10,000 population located in the at 
section of Kentucky. In 1942 the city of Murray purchased the elec- 
tric distribution facilities formerly owned and operated by the Ker- 
cucky Tennessee Light & Power Co., or ganized the Murray Electric 
system, and entered into a 20-year contract with the Tennessee Valley 
Authority for the purchase of power at wholesale rates. 

For the past 13 years both parties to this contract have abided 
faithfully by the terms and conditions of the contract, and in so doing 
have succeeded remarkedly well in bringing to the people of Murray 
electric energy in suffic ient quantities and at reasonable rates. We 
would like to see this partnership arrangement continued without any 
major changes. 

In 1945 at the end of World War IT, the Murray Electric system 
had assets of approximately $800,000, the people of Murray that year 
used 4,774,000 kilowatt-hours for which they paid $116,000 or an aver- 
age of 2.4 cents per kilowatt-hour ; 37 percent of the $116,000 revenue 
was paid to TVA for purchased power. This year in 1955, just 1! 
years later, the people of Murray will use 42 million kilowatt-hours 
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for which they will pay $378,000 or an average of 0.9 cents per kilo- 
watt-hour which is less than one-half of what they were paying 10 
years ago. Our purchased power from TVA this year will be ap- 
proximately 50 percent of our revenue, and our assets today are ap- 
proximately $1 million, I think that perhaps you may get a better 
picture of the comparison, if I should tell you that the people of 
Murray used more electricity in the month of February 1955 than 
they did for the entire year 1945 and at much less than one-half the 
cost. 

One thing that should be borne in mind is the fact that while our 
average ret tail price of electricity is less than one-half of what it was 
1) years ago, the rate at which we purchase electricity from TVA 
has not changed. We can hardly see any justification of being ac- 
cused of receiving something for nothing when we pay TVA 50 per- 
cent of our revenue for purchased power. In our opinion it only 
proves that the only efficient way for the generation and transmission 
of electric energy 1s by a large integrated system, and the only efli- 
cient way for the distribution of this power is by small locally owned 
and operated distribution systems. I would venture to say that if 
the TVA was operating the distribution systems throughout their 
area that the rates to the ultimate consumer would not be much if any 
lower than the national average, and I would also venture to say that 
if all of the power generated and transmitted by the TVA were sold 
to neighboring private utilities at the rates which we are paying 
there would not be one iota difference in their present retail rates. 

Our very existence depends upon our being able to purchase whole- 
sale power at reasonable rates: this we can only do from a large inte- 
grated power system dealing only in wholesale supply, the TVA i 
the outstanding example of this type of system in the world. 

It is gener ally recognized that small generating plants are ineffi- 
cient and expensive to operate. If we should be forced into the gen- 
eration of our own power, the low retail electric rates that we have 
been able to establish through our efficient distribution system would 
be more than offset by the added expense of operating a small genera- 
tion station, and a substantial increase in retail rates would be in- 
evitable. Such an increase in rates would be a calamity to the peoples 
of Murray. For one thing, approximately 25 percent of our cus- 
tomers use electric energy for home heating systems, = is a direct 
result of low-cost electricity being competitive with oil or gas-fired 
heating systems. These people have no other means of = iting their 
homes, and should our rates be increased to the national average, most 
of them simply could not afford the cost. For 25 percent of the homes 
inany town or city to be forced to remove one type of heating system 
and install a completely different type because they could not afford 
the additional operating costs would be disastrous for them. 

The increase in the use of electricity in our area has not been the 
result of any sales or Se al programs, but it has been the direct 
result of good service and a sufficient supply. We deal only in electric 
power and service, we do not merchandise anything. 

I often read articles written by people from other sections of the 
country accusing us of being the fair-haired child of the Government, 
and that we are practically getting our electric power free. We, of 
course, pay a fair rate for our power and we expect to continue to pay 
i fair rate, we would not like to be forced into a position of paying a 





516 


prohibitive rate. In fact, if these people would spend more time in 
making a study of their own high rates, rather than trying to explain 
our low rates, the entire country would benefit from such a move. We 
have no secrets and if they would take the time to come visit with us, 
we will be more than happy to show them how they too could benefit 
from low electric rates. We will concede that the Creator was on our 
side when He located the Tennessee River in our area, but there are 
other areas of undeveloped natural resources in this great country 
which when developed for the benefit of the people in those areas will 
also be an asset to the entire Nation, just as the development of the 
Tennessee River has benefited the entire Nation. 

We have never overestimated our power requirement. In fact, 4 
years ago we made a system study of improvements and additions that 
would serve our area adequately through the year 1965. We thought 
that we were being most generous with our estimates, however, it now 
seems certain that next year we will reach the load limitations that we 
had predicted for 1965. Such phenominal growth is not restricted to 
our immediate area, but is to be found throughout the Tennessee Val- 
ley. In view of this it is no small wonder that we are becoming con- 
cerned with our wholesale supply of power, and we would like to see 
some definite and positive provisions made whereby the TVA will 
continue to expand and be in a position to supply our future power 
requirements. 

Our slogan at the present is that we will serve any load at any time 
anywhere in our area, we would like to be able to have the same slogan 
10, 50, or 100 years from now. 

Mr. Rapsavur. Thank you. Are there any questions? If not, Mr. 
Cooper, you may introduce your next witness. 

Mr. Cooper. The next witness to be presented is Mr. Chester S. 
Rainwater, Jr., an attorney of Dandridge, Tenn. 


STATEMENT OF CHESTER S, RAINWATER, JR. 


Mr. Ratnwater. I am Chester S. Rainwater, Jr., an attorney of 
Dandridge, Tenn. I am a member of the board of trustees of the 
Appalachian Electric Cooperative of Jefferson City, Tenn. 

I come before you today as a private citizen in behalf of the budget 
request of the Tennessee Valley Authority. I am not qualified to, and 
do not pretend to be able to discuss in detail the various items of the 
TVA budget. This must be done by those who by reason of their 
position, experience, knowledge, and study know the requirements of 
this great agency. 

But rather I prefer to bring to your attention the hopes, wishes, and 
desires of the peoples of the Tennessee Valley area in their relation 
to TVA and thereby to point out the absolute necessity for this Con- 
gress to adopt and appropriate the funds requested in the TV A budget. 

It has been my privilege to live my entire life in the heart of the 
Tennessee Valley, just a stone’s throw from the first great undertaking 
of the TVA, Norris Dam, and my home today is on the very shores 
of Douglas Lake. I have seen and followed the progress and develop- 
ment of this great agency since its inception, and for a period of about 
1 year during 1941 and 1942 I was an employee in the Land Acquisition 
Department. Prior to TVA ours was a rich farming area sustained 
primarily by expansive river bottoms which were so fertile that fert!- 
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lizer und today’s improved farming methods were not needed to pro- 
duce bountiful crops. We were plagued only by periodic floods on 
the various rivers. Upon the advent of TVA and the building of the 
many dams, this rich and fertile river bottom land became reservoirs 
for water storage and our peoples were compelled to change their 
economy from that of agriculture primarily to one of industrialization. 
To the everlasting credit of the peoples of the valley and to their 
ingenuity, this change was accomplished with the minimum of lost 
motion, ably assisted by the Tennessee Valley Authority. As TVA 
further developed, further industrialization took place to take up the 
loss of agriculture as the No. 1 source of income, and to the extent that 
today, while agriculture is still important, it must yield to industry 
as the primary source of economic life. 

The development and progress of TVA and its power generating 
facilities has been largely responsible for this industrialization and 
together with the Rural Electrification Administration has made elee- 
tric power available to all persons everywhere in the valley and has 
increased their standards of living and their ability to absorb the 
goods and products produced by a great nation. In addition, this 
great agency has made it possible for our Government to construct 
and maintain the laboratories, research, development, and production 
of the most vital of defense weapons, the atomic and hydrogen bombs. 

TVA in its inception may have been local in character, but changing 
times and conditions have wrought changes in TVA’s place in history 
and today it stands as one of the bulwarks for freedom for a free 
peoples in its furnishing of the electric lifeline to atomic progress, 
aluminum for aircraft, research to further conquer space, and the 
myriad other related manufacturing and development industries, 
so that in the overall program looking to the welfare and public 
good of the entire Nation, TVA must be considered as national and 
of vital concern to all our peoples. 

The peoples of the Tennessee Valley, which includes parts of North 
Carolina, Alabama, Mississippi, Georgia, and entebhy, as well as 
Tennessee, are of all races, are of all religious faiths, are from all 
walks of life, are of all political faiths, are of all social standings, 
and together they comprise the average American community, no 
better, perhaps, but certainly no worse than any other section of our 
great country. The peoples of the valley are, by and large, of one 
mind, that is, that a strong and healthy TVA is absolutely necessary 
to the continued progress and well-being of the valley particularly, 
and to the Nation as a whole. This feeling transcends party, social, 
and business lines. 

_ It is interesting to note that the Tennessee Valley contains what 
is generally thought to be the strongest (percentagewise) Republican 
congressional district in the country—I might add I’m a Republican 
from that district—and nearby are congressional districts wherein 
a Republican can rarely be found. It might then be concluded by 
some who are unfamiliar with the situation that TVA is a partisan 
political issue—that it is the child of one party and the orphan of 
the other. Nothing could be further from the truth. The peoples 
of the valley are solidly behind TVA and are anxiously awaiting 
word from this committee that TVA can and will continue to shoulder 
its responsibility to the valley and to the Nation. In order to do so, 
it must have the appropriations necessary to keep abreast of this 
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fast-moving world. To stand still is to invite disaster, and this js 
just as true with a vital Government agency as it is to an army in the 
field. 

Government defense installations such as the Atomic Energy Com. 
mission, the Arnold Development and Research Center, and the ord- 
nance works are expanding at a tremendous rate, as well as such vital 
industries as aluminum and zine, and are requiring ever-increasing 
amounts of electric energy. TVA cannot continue to supply these 
demands while standing still. More generating capacity is vitally 
needed, and all will agree that by installing additional units in already 
existing plants, that not only time, but money as well, can be saved, 
Time is of the essence—lost time can never be regained. It is urgent 
that immediate action be taken. 

I respectfully request and urge, on behalf of the peonles of the 
Tennessee Valley and the peoples of the entire United States, that 
this committee give favorable consideration to the request of the TVA 
for funds with which to continue its development so that it may 
continue to carry out its obligation to America. 

Mr. Razavt. Thank you very much, Mr. Rainwater. Are ther 
any questions? 

Tf not, the committee will recess until 2 o’clock this afternoon. 


AFTERNOON SESSION 


Mr. Ranaut. The committee will be in order. 

The gentleman from Tennessee, Mr. Cooper, is recognized. 

Mr. Coorrr. Mr. Chairman, I appreciate the privilege and have 
the honor of now presenting the Honorable George R. Dempster. 
mayor of the city of Knoxville, who will appear as the next witness 


STATEMENT OF MAYOR GEORGE R. DEMPSTER 


Mr. Demrster. Mr. Chairman and gentlemen of the committee, | 
want to express my appreciation for your courtesy. I feel like a 
Tennessee snowbird up here trying to talk to a bunch of eagles lik 
you people, but I do want to present our side of the case as best I can. 

I am George R. Dempster, manufacturer, mayor of Knoxville 
Tenn., and president of Citizens for TVA, Inc., a grassroots organ 
zation of some 40,000 members in 24 States. Citizens for TVA seeks 
to rally national support for TVA as an institution of great national 
value and to work for the operation and maintenance of TVA 3 
maximum efficiency. 

The TVA budget presently before you is the second successive 
budget carrying absolutely no funds for the construction of new 
power generating capacity. The recommended sum is 77 percent! 
below the appropriation for fiscal 1955, which in turn was 25 percent 
below the appropriation for fiscal 1954. It is the lowest. TVA budget 


in 20 years, and yet there is a steady increase in the demand for 


electricity. 
For over 2 years we have been trying to figure out which of th 
present policies this niggardly treatment of TVA falls under—mot: 


erate, progressivism, progressive moderation, dynamic conservatist. 


agonizing reappraisal, or massive retaliation. 


Whatever it is, it isn’t partnership. Partnership is what we have 
had in the Tennessee Valley for 20 years and which has helped makt 
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TVA great. It is a true pernenan between the people and their 
Government, with the people's investment in power-distribution facili- 
ties equaling the Federal investment in generating and transmission 
facilities to serve domestic and industrial demand. The return on 
the Federal power investment over all these years has averaged 4 
percent. . (ik ’ sn . 

Surely this administration must, in its more candid moments, recog- 
nize that the Government does not have a better deal anywhere than 
ithasin TVA. Certainly it is far better than the Dixon- Yates deal, 
which has more fine print than the Holy Bible and more loopholes than 
the walls of Davy Crockett’s Alamo. 

There is every reason in the world to maintain TV.A at maximum 
eficiency by Federal investment. TVA is a creature of Congress it- 
self—a national institution producing national benefits. You gentle- 
men are aware of these benefits; you have heard them listed and de- 
scribed year after year in appropriations hearings and in floor debate. 

Yet we have seen Congress itself, particularly in the absence of a 
strong lead from the White House, fail to appropriate sufficient funds 
to build the powerplants needed to meet the annual increase in demand 
in the Tennessee Valley. 

For a number of years TVA has studied alternate means of raising 
capital. As you know, it has formulated a number of recommenda- 
tions which we deeply hope will be accepted by Congress at this 
present session. 

These recommendations are not, of course, before this committee. 
Here we are talking about appropriations. 

It was recently announced (not by TVA) that the TVA Board had 
asked the Bureau of the Budget for appropriations for 650,000 kilo- 
watts of additional generating capacity for fiscal 1956. This was to 
be provided by new units at Johnsonville, Gallatin, and John Sevier. 
Even this figure, on which there was unanimous agreement on the TVA 
Board, is some 800,000 kilowatts short of what 2 of the 3 Board mem- 
bers favored. That is the majority of the Board. 

The Fulton plant was not included because, on paper at least, the 
600,000 kilowatts from the Dixon- Yates plant was to take care of the 
additional needs. 

But, gentlemen, in my opinion, power from the West Memphis plant 
will never flow through TVA lines under the infamous Dixon- Yates 
deal. It has been made clear in a number of ways that this uneconomi- 
cal, misbegotten deal will not be allowed to corrupt the TVA public 
power system regardless of the President’s curious insistence on it. 

Citizens for TVA urge that this committee make funds available to 
start the Fulton plant. In this way you will put TVA back on the 
woad of efficient and orderly development, from which it was side- 
tracked a year ago by the connivance of high Federal officials and 
I'VA’s utility enemies. This can be done by denying the $6.5 million 
‘equested for TVA to build a transmission line to take Dixon-Yates 
power, and by making this amount available to begin construction of 
the Fulton plant. 

[ note that there are to be ground-breaking ceremonies at West 
Memphis tomorrow—nearly 19 months since administration officials 
‘tt down in secret with private utility interests to plot the Dixon- 


Yates deal. 
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I might say, too, Mayor Tobey, the very efficient mayor of Memphis 
Tenn., told me he had been city engineer and in the city engineering 
department in Memphis for about 28 or 30 years, and he told me when 
he put down the foundation for the west pier on the Crump Bridge 
at Memphis he went down 128 feet to bedrock. I hope when they 
have this ground-breaking ceremony tomorrow they have a log in the 
hole they put down to find out how far down they go to foundation 
there. In my opinion they will go down 125 feet to bring it to the 
foundation, and then they will have to put pilasters up 25 feet to take 
it out of the water, or else build a 35-foot dike all around to keep the 
Mississippi River water out of where they intend to put this new plant. 

Actually, Dixon-Yates is breaking ground under false pretenses, 
But the point I really want to make is that this long delay, plus the 
prospect of even further delays resulting from court action and Ebaseo 
mismanagement, seems to justify a prediction I made before the Joint 
Committee on Atomic Energy nearly 7 months ago, in November 1954. 
At that time I said: “TVA can go to work on the Fulton plant as 
late as next July and beat the Dixon- Yates crowd all hollow, as it did 
the Dixon-McA fee crowd at Paducah.” And do it cheaper, and on the 
right side of the river. 

What mystifies me, Mr. Chairman, and gentlemen of the committee, 
if this is an honest deal, if they really want this power for the AEC, 
why do they not deal directly with the AEC? AEC has the power to 
coin money, practically. If they want this power for Paducah, Ky, 
why not set up the saci at Paducah, Ky., instead of going across 
‘Tennessee and Kentucky and the Mississippi River and setting up a 
plant in a swamp for power they need 200 miles away ? 

Without referring to the books, I think Kentucky has probably 3) 
or 40 seams of coal. I have stripped personally 3 of those seams of 
coal, 9, 11, and 12, and did a little work on 14 in Kentucky. If they 
want capacity out there, Mr. Chairman, they could deliver the coal to 
plant in western Kentucky by conveyor belt, if they wanted to, as 
they proposed to do in Ohio a few years ago. To haul this coal that 
distance and put it beyond the river is just beyond me. 

I am an old construction man. I put 5 years in on the Panama 
Canal, in 1907 to 1912. I was a contractor for about 16 years after: 
ward, and I know something about construction work. 

The TVA has been criticized from time to time for being inefficient. 
Gentlemen, that is not so. I finished the first drill to drill the first hole 
at Norris Dam. I have watched them since that time, and in my 
opinion there has never been an organization any way approaching 
the efficiency of TVA from a construction standpoint, since the con- 
struction of the Panma Canal under the late George Goethals. 

These people were able to create an organization, because the panic 
was on the country, and we did not have two cars in each garage and 
two chickens in each pot. In fact, we did not have a pot at all 20-odd 
years ago. They could, therefore, go into the market and pick the 
best construction talent in the world, and they did just that. Those 
men, having been there so long, had pride of achievement in what 
they were doing on the TVA, and they stayed there after private in- 
dustry had developed in other parts of the country to absorb them, 
should they desire to leave the TVA. 

As for new capacity in addition to Fulton, you gentlemen know 
better than I how well the TVA financing plan will fare in this Con 
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ovess. As I said before, we wish to see it pass at this session and 
without significant change. We are urging this upon Senators and 
House Members. But even if this committee takes “judicial notice 
of the TVA plan, it seems to me it still has a responsibility to recom- 
mend adequate appropriations for TVA without reference to any other 
ossibilities. You have already heard the expert testimony of the 
TVA people themslves; and although I have no way of knowing the 
details of what they had to say, I am sure there is ample justification 
for making funds available for the new units at Johnsonville, Gallatin 
and John Sevier. 

Let me remind you of the serious power deficiency rapidly coming 
into existence in the valley. Two and a half years ago the TVA 
Chairman predicted that to keep pace with normal load growth (not 
including atomic energy demands) TVA would have to begin con- 
struction of 750,000 kilowatts of capacity each year, beginning in 
1953. Because it takes 3 years to build a steam plant, this schedule 
would have put 750,000 kilowatts on the line each year starting in 
1956. Inadequate appropriations in the past 2 years have already 
brought a deficiency of 1,140,000 kilowatts in this timetable. The bud- 
get presently before you, by again providing for no new capacity, 
would add another 750,000 kilowatts to the deficiency, for a total of 
1,890,000 kilowatts assuming no change in the estimate. Congress 
must act to avert this serious threat of power shortage. 

At the same time we urge you not to overlook the nonpower functions 
of TVA such as the fertilizer program, resource development, flood 
control and navigation. 

Gentlemen, before the TVA came in we had been plowing the hills 
straight up and down. We knew no better. We had been shooting 
the corn up in the hillsides, and bringing it down in a jug. Our land 
was rapidly being washed down into the Mississippi Delta. That has 
all been changed now. The whole economy of Tennessee has changed. 
Weare a cattle country. We quit trying to raise corn, because we can- 
not compete with the western farms on that. 

Just from the standpoint of recreation alone, there are about 31,000 
boats now on the great lakes of Tennessee. We have over 10,000 miles 
of shoreline. That is more than the combined ocean shoreline of the 
Pacific and Atlantic Oceans of the United States. 

Mr. Ranaut. Off the record. 

(Discussion off the record.) 

Mr. Dempster. The Tennessee Valley development is a unified de- 
velopment of all resources magnificently designed to solve “the central 
problem of the use of the earth for the good of man.” to use the words 
of the great Gifford Pinchot, of Pennsylvania, many years ago. 

Gentlemen of the committee, TVA is under vicious and sustained 
attack. It is experiencing the most critical hour of its 22 years 
existence. The power lobby campaign against TVA is paying of. 

Purcell Smith stated in a speech in Nashville, Tenn., several months 
ago, when someone questioned him about the $498,000 they had spent 
lobbying around Washington—I do not know whether they fed caviar 
to everybody, but they claimed they spent that much money—he 
claimed he was justified in doing that, if he did nothing else but pre- 
vent the TVA from getting annual appropriations as requested. 

Only 2 years ago we heard the President use the honored forum of 
« White House press conference to echo the power-lobby cry that TVA 
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is “creeping socialism.” This was the same Dwight D. Eisenhower 
who told the Tennessee Valley as a candidate in 1952 that his adminis. 
tration would “operate and maintain TVA at maximum efficiency. 

Gentlemen, in my country we have a newspaper known as the Knox. 
ville Journal. They were in bankruptcy, receivership, when the TVA 
came in. The editor thereof was in the same condition, up in another 
city. Incidentally, he has not paid his milk bill since. He is the 
man who is trying to mislead you people, saying he speaks for the 
‘Tennessee people. I will tell you: He does not. 

Mr. Rasavur. What is the name of that paper? 

Mr. Dempster. The Knoxville Journal. He being chairman of that 
committee, naturally I was not invited. I went there as an uninvited 
guest, and I stood within 50 feet of where the President spoke. He 
had some diftic ulty with the microphone. He kept tapping the mike 
with his glass case. Somebody said I cut the line in two, but I did 
not cut the line intwo. He could not make the mike work, but I could 
hear him definitely from where I stood. He said words to this effect: 

Regardless of what you hear on the radio or what you see in the newspapers, 
{ am here to tell you here and now it is my intention to operate the TVA at 
maximum efficiency. 

Gentlemen of the committee, that is all we are asking; just the 
maximum efficiency ', if you please. 

Since this “creeping socialism” remark we have seen a succession of 
events that spell nothing less than the reversal of America’s tradi- 
tional policy of resource development for the benefit of the people. 

Some time ago the President said : 

If the Federal Government assumes responsibility in perpetuity for providing 
the TVA area with all the power it can accept, generated by any means what- 
soever, it has a similar responsibility with respect to every other region and 
corner of the United States. 

Gentlemen, that is not correct, because many parts of the United 
States did not object when they spent several hundred million dollars 
on the New York Harbor and Sandy Hook. ‘There were many other 
things, including the Panama Canal many years ago, and we did not 

call that “creeping socialism.” 

Unfortunately, this statement in my opinion reflects a total unaware- 
ness of what conservation is all about. The principle of conservation 
is that you develop resources where they are, and proper development 
benefits everybody, not just those in the immediate vicinity. 

Speaking without notes, may I state that the Tennessee Valley 
Authority ‘itself has spent about a billion dollars outside in the acqui- 
sition of equipment and other materials not made in Tennessee. In 
Tennessee we do not have a manufacturing economy or an industrial 
economy, to a great extent, like in other States, such as Peanesventie. 
We buy lots of equipment in Pennsylvania; Milwaukee, Wis.; Chi- 

cago; and Ohio. The Marion Steam Shovel Co. and people like that 

sell to our country. The Caterpillar Manufacturing Co., of Peoria, 
Ill., sells to this area. All of that comes into our country. That 
benefits those people out there. 

Now, in our country, everybody has some electrical equipment. 
When the TVA came in we had 3 percent of the farms electrified. 
Now we have approximately 93 percent. We are so proud of it down 
there we put the washing machines out on the front porch so that the 
people coming by can understand the prosperity in the valley. 
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With what we have bought, plus what the Tennessee Valley Author- 
ity has bought, it has been about $8 billion of new business generated 
by that use in that area, and that has come from the other St: ites where 
the industrial development is way above what we have or what we 
may expect to have for years to come. 

One a from New England—I believe his name was 

‘ame down there and said that we were robbing New Eng- 
land with this so-called subsidized power. Gentlemen, that is not 
so. Only one plant came down from New England in the past 25 
years to Tennessee, and that came 2 years before ‘the TVA was or gan- 
wed. It is true that some of that New England industry has gone 
to North Carolina and South Carolina, but, gentlemen, they have 
their power furnished by private power, like the Carolina ‘Power 
people and the Duke Power people and others. We are not guilty of 
that. 

I told the gentleman perhaps if they would go in and develop the 

3 million kilowatts of power possible in New England from hydro- 
power that perhaps they would not be losing so much of that down to 
the valley. I hope they do that yet, because that is the way they are 
going to save the economy they are justified in trying to keep up there 
now. 

By the grace of God the Tennessee Valley, which extends into 7 
States, is blessed with a number of natural resources. There is abun- 
dant rainfall—about 50 inches a year—with good climate, forests, 
and abundant coal deposits. Incidentally, many of those are owned 
by the mountaineer himself. They are the Scotch-Irish who settled 
that country many years ago, including Davey Crockett and that 
bunch. Those people have held onto their little holdings in the moun- 
tains. There was no way to do anything about it until the market 
came in from the TV A, on these enormous steam plants. One of them 
can burn up 3 acres a day of a 5-foot seam. 

We have a lot of land on top of those mountains, and it is not very 
fertile. In fact, we have to fertilize some of it to make bricks, to do 
any good. 

These coal deposits would not be developed were it not for the glo- 
nous market like that. They could not compete with the 6 and 8 and 
up to as high as 12-foot seams in Kentucky. There are 2 or 3 strips 
they can w ork with a steam shov el. 

These are study, loyal, American people. I mean they are loyal to 
the United States. During the Civil War the Confederates were never 
able to maintain their line of communications through east Kentucky. 
The people there had been shooting one another for free for years, 
and when they got an opportunity to join the Federal Army and get 
$15 a month to shoot somebody, that was too good to be true, and 
they all joined ; and then the Confederate Army came in later and took 
what was left. Tennessee was the battleground of the Civil War. It 
carified Tennessee from the mountains to the river. We were scari- 
hed as bad as between Atlanta and the sea, when Sherman got through. 
It took us a long time to get over it. We were not able to get over it 
until we had help from this C ongress. 

These are study, aggressive, honest, loyal citizens. Above all, we 
havea river. That is necessary when you develop power. 

This valley never had the benefit of unified management—with all 
that means in terms of national progress as well as regional—until 
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the Government fulfilled its responsibility to all citizens by creating 
the Tennessee Valley Authority. 

The power-lobby argument that steam plants for TVA necessarily 
means “steam plants for everybody” is a phony. The Federal Goy- 
ere itself made TVA steam plants necessary by its huge demands 

‘or power. 

That is about 50 percent of what is generated in the valley. Yet 
even if this were not so, at some point the hydro capacity is outrun, 
and TVA/’s utility responsibility to its distributors requires steam 
generation. Fortunately, abundant coal deposits, ample quantities 
cf water and excellent navigation facilities are important elements 
of the valley’s resources, and this makes steam plants a natural, logical 
consequence in the orderly development of the Tennessee Valley. 

In our opinion it is up to you members of Congress to sustain TVA 
against the massive attacks being made against it and which, quite 
frankly, show greater promise of success today than at any time in 
the TV A’s history. 

I will insert this, Mr. Chairman, and then I will be through. I 
clipped this from the Knoxville Sentinel the day before yesterday. 

Twenty-five years ago the House killed the Norris resolution and 
then passed a bill drawn by a committee headed by Representative 
Carroll Reece which provided for leasing Muscle Shoals to private 
power interests. The Senate previously had passed the Norris resolu- 
tion which would have kept the Shoals plant in Government hands 
and provided funds for a dam at Cove Creek, Tenn. 

Mr. Hoover was President at the time, and even though the lapse 
of 25 years should have mellowed him somewhat against his opposition 
to public power, apparently it has not, from what information I have 
coming up on the task force, which is to report to you gentlemen ata 
later time. 

(The news release is as follows :) 


{From the News-Sentinel files of 1930] 
10 AND 25 YEArRs Aco 


The House killed the Norris resolution and then passed a bill drawn by a 
committee headed by Representative Carroll Reece which provided for leasing 
Muscle Shoals to private power interests. The Senate previously had passed the 
Norris resolution which would have kept the Shoals plant in Government hands 
and provided funds for a dam at Cove Creek, Tenn. Representative J. Will 
Taylor, who had reportedly urged adoption of the Norris measure, voted for the 
Reece bill. 

Mr. Demester. Thank you, gentlemen. I appreciate your courtesy. 

Mr. Rapavut. Thank you. Are there any questions? 

Mr. Fogarty. Mr. Mayor, do I understand you correctly to say that 
the President of the United States, while running for that office in 
1952, made the statement that if elected his administration would 
operate and maintain the TVA at maximum efficiency ? 

ms Dempster. Yes, sir. I stood within 50 feet of him when he 
said it. 
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. 


Mr. Focarry. I have been reading about that in the paper, but I 
have never talked to anybody that heard him say it. 

Mr. Dempster. I was not an invited guest. He could not make the 
mike work, but I could hear him. I was within 50 feet. He made 
that statement. 

Some people in Tennessee were a little doubtful, and they went to 
the Scripps-Howard paper, which was vigorously supporting Mr. 
Eisenhower. They wired him to amplify it, and he did it, and they 
had in 2 or 8 days on the front pages of the newspapers in Memphis 
the story on it. 

Mr. Kocarry. How many days before election ? 

Mr. Dempster. He spoke there I guess 5 or 6 weeks before the elec- 
tion. I donot have that date with me; I am sorry. 

Mr. Focarry. That probably made him quite a few votes. 

Mr. Dempster. Oh, yes, sir. He would not carry Tennessee now. 
He carried Tennessee by 2,600 votes. ‘Today he would lose by 150,000. 

Mr. Fogarty. Did he make the statement that TVA was “creeping 
socialism” ? 

Mr. Dempster. Yes, sir. He was quoted in the paper, and it was 
printed all over the United States that 1t was “creeping socialism.” He 
said that in an unguarded moment, like many of us do when speaking 
not from notes. I really think he wished he had not said it. 

Mr. Focarty. Do you think he meant it? 

Mr. Dempster. Well, some of the satellites around him might have 
suggested that to him, but I think if he had time to think it over he 
would have used another term, frankly. 

Mr. Focarry. What other term? 

Mr. Dempster. He would talk about individual responsibility, free 
enterprise, and such as that. It would have been a little more euphoni- 
ous a term than “creeping socialism.” 

Mr. Fogarty. What do you think he meant when he said he would 
operate and maintain the TVA at maximum efficiency ? 

Mr. Dempster. I believe he intended to say—he knew they had these 
requests in for additional funds, and I think he meant to convey to us: 

Gentlemen, do not be disturbed. You people in Tennessee who have been 
benefiting, I am going to keep this at maximum efficiency. I am not going up to 
chop off the Fulton plant and others. I am going to run at full capacity. 

I think he really meant to convey that to us, as a candidate. 

Mr. Puiures. Do we not have a habit, as Mr. Fogarty has just 
brought out, of interpreting remarks to suit ourselves? When some- 
body said that he was going to operate and maintain the TVA at 
maximum efficiency, I would presume he meant just that and not any- 
thing that somebody else might read into it. The House, the Congress 
has consistently turned down for several years all requests for addi- 
tional steam plants. The TVA is being maintained at its maximum 
present efficiency. 

lhe requests now are to build additional steam plants, and particu- 
larly to build them outside the area, which was conceived to be the 
TVA area in the original act. So I do not find anything inconsistent 
i a statement that the TVA is being maintained at its maximum 
efficiency 


y 
. 
© 





So far as “creeping socialism” is concerned, I did not hear the 


speech. I would suppose that if the TVA crept over toward the river, 


on the basis of the TVA attorney’s implication the other day that 
you could carry those transmission lines just as far as you wanted 
and build as many steam plants along them as you w: unted, provided 
you had one end ‘tied to the hy droelectric grid, it seems to me that 
“creeping socialism” would not have been too far away on that basis: 
would it? 

I mean to say, TVA as of the present is one thing; TVA as of some 
of the suggestions is something else. 

Mr. Ranaut. Peculiar things are done in most campaigns. They 
have the heat of the campaign and the rush of the moment. The in- 
formation I have is that some of these statements were really head. 
lines in the papers the day before election. If so, we have to charge 
it up to campaign ideas; but you know, in the rush of campaigning 
a lot of things are written down for a candidate. Sometimes he uses 
them : and sometimes he does not. Sometimes you regret them. Every. 
body is in the same boat. 

Mr. Putcurrs. Mr. Chairman, you are very right. I have never 
been to a political meeting yet but what I made three speeches; one 
I intended to make when I went, one I actually made when I got there, 
and one I read in the newspapers the next morning. 

Mr. Demrster. At the same time, Mr. Chairman, may I suggest 
that I am frequently misquoted, as I am frequently misquoted in “the 
Knoxville Journal, and I demand an explanation the next day. | 
have never heard any word from the White House that they have 
been misquoted on this “creeping socialism.” 

Mr. Rapavur. We have a quorum call, but we will come right back. 

Mr. Demrster. May | have about a minute after you come back. 
please ? 

Mr. Rapaut. Certainly. Nobody is cutting you off. 

Mr. Dempster. I want to explain that Memphis deal. 

(A short recess was taken.) 

Mr. Razavur. The committee will be in order, please. We will con: 
tinue with the testimony of Mr. Dempster. 

Mr. Dempster. Thank you, Mr. Chairman. I was trying to impres 
upon you that in Memphis, when the question was brought up down 
there, and when they came in to see whether we wanted some develop: 
ment like this, they took a vote on the question of whether we should 
buy the private utilities, and Memphis voted to buy the utilities bya 
vote of 17 to 1, more than any other part of the State, and it has 
always been considered as a part of TVA. 

Mr. Putiuirs. When was that, Mr. Dempster ? 

Mr. Dempster. In 1933 or 1934. The vote was 17 to 1. Knoxville 
voted very strongly for it; and, in fact, practically all of the cities 
did, and when the last presidential election was up, this recomment 
tion for the plant was a TVA recommendation back there when—the! 
knew what they had to have the year before. 

And, gentlemen, one of the greatest scientists in America, and he 
did not want me to use his name in testifying before you, but he came 
to this country, a German Jew, not much taller than I am, and he 
told me that he believed—and he had no occasion to be promoting th 
TVA—but he told me that, in his opinion, had it not been for th 
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Tennessee Valley Authority, with its development of power, that the 
atomic bomb would have been delayed from 2 to 4 years and by that. 
time it would have been known by the other people; they would have 
had it first. He was run out of Germany and he knew something 
about the background for it. 

Gentlemen, this is the same thing. And I wish some members of 
the committee could come down there, like some other committees 
have, and be convinced of what this is. This is not a local thing, but 
this is something that helps the whole of the United States. 

And any time when we are talking about defense—I was up here 
last week and testified on civil defense—and that will apply more 
quickly to what we are doing down there. This Nation has that part 
of the country simply covered with jets. They spend $50 million, 
perhaps, in the Knoxville area developing their own plants, and they 
cover the whole southern part of the country. They keep a blanket 
of jets over Oak Ridge all of the time. That is perhaps the number 
one target in America. The citizens down there put up an appropria- 
tion each year, and Val Peterson complimented us in saying that we 
were further ahead on our defense than any other city in the South. 
And he took our director and made him the regional director over 
all of the South, including a portion of the Gulf of Mexico and 
Puerto Rico. 

We realize we are a vital area down there, and what paralyzes us 
is this thing that would be promoted by the power people. They are 
doing this; they see a good big development down there, when years 
before you could not get anything; you had to have an act of Con 
gress to run a line out to a man on a farm. 

Well, the TVA came in, and they just reversed that policy; they 
developed a great big market, and they have given us a yardstick— 
and that is what they gave, is the yardstick. 

Mr. Razavr. I agree with you. 

Mr. Dempster. And I am sure you realize that what they pay in 
lieu of taxes is many times more what the private people were paying 
as taxes before, because, as I say, they kept 2 or 3 sets of books; like 
the speeches the Congressman was talking about, they had 3 of them. 
They kept 3 sets of books, 1 set for the taxes when the taxgather 
came along and when you came along as a prospective investor, they 
have got another, and then they keep a third there, just sort of reserve 
like. Like this outfit down in Mississippi that the treasurer testified 
to as having been done there for some 20 years. 

Now, they have an efficient organization; they have an efficient man- 
ager. Frankly, I do not see how the man can afford to stay there. 1 
have got a little company and I pay a good many of my top brass 
much more money than the top man in TVA is getting. It must be 
pride of achievement. They have done something for the country 
and they have rehabilitated a part of the country that absolutely was 
scarred as bad as Korea. 

My first partner was an old Confederate soldier who was with Lee 
when he surrendered. You know they said they were going to give 
everybody a horse; and he said the horses ran out before they got 
«own to the sergeants. The top brass got them and when they got 
down to him, they gave him a fast walking stick and he walked back 
into Tennessee. And he said there was not a live animal there after 
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he got to Bristol, all the way down, because that was the battleground 
all the way around the Cumberland Mountains, the Cumberland Gap, 
all the way to Memphis. 

Gentlemen, that country was torn down to the ground. It was 
neglected for 60-odd years. Now, during that time we have seep 
developments take place all around these port cities; we have seen them 
give assistance to every section of the land in the West, and to the 
railroads in order to build the railroads. 1 have no particular objec. 
tion, but the Tennessee Valley Authority has paid in about $50] 
million in income taxes, compared with the time when they said we 
were people who were so poor that we were living on the banks trying 
to make a living like the aborigines did. 

We have developed that into an economy that is valuable to the 
entire country. That is the reason why we are, frankly, disturbed 
as to why we should have this battle to this extent. 

Now, after we have had this battle, and after you have made these 
appropriations, they say, let us get the TVA, refinance this deal. The 
three members said that it would and*General Vogel has said some- 
thing to the same effect, after having information from down in the 
General Accounting Office. This can be financed down there. This 
isa bankable proposition. I have been advised by some of the biggest 
banks in New York that this is a bankable proposition, if Congress 
will pass some legislation that will let us do it, and they can take it 
off of your hands. And they say, well, there is so much money, so 
many millions of dollars owed, and we will pay that out at the end 
of 40 years and get rid of us. 

Mr. Puiiiirs. Mr. Dempster, in reference to that refinancing ques- 
tion, it was not clear to me in the testimony the other day. Is it the 
intention to issue revenue bonds to replace the entire present balance, 
or is it just a proposal to issue revenue bonds for expansion ? 

Mr. Dempester. I think they would be marketable, the bonds would 
be, to take over the whole thing. These people, I think, would like to 
move in first and take care of the expansion, give a kind of a slow note, 
like we do at the bank once in a while, but I think the whole thing 
can be, from the standpoint of power, could be—— 

Mr. Putuies (interposing). I believe you said that the Worthing- 
ton Co. went down there somewhere, or was that one of the other 
gentlemen ? 

Mr. Dempster. No. The only one that came down there was from 
New England, I believe, at Cumberland, Tenn. 

Mr. Pruuurs. I believe it was the other witness, the young attorney. 
I was wondering where they had settled; does anyone know? 

Mr. Coorrer. At Decatur, Ala. 

Mr. Putiiirs. Is that in the Tennessee Valley area? 

Mr. Dempster. Yes. You see, the Tennessee River crosses the State 
twice, and laps down into northern Alabama in doing so. 

Mr. Rasaur. Thank you very much. 

Mr. Dempster. Thank you, Mr. Chairman and gentlemen of the 
committee. 


STATEMENT OF FLOYD JONES 


Mr. Cooper. Mr. Chairman, I am especially gratified to have the 
privilege of presenting as the next witness Mr. Floyd Jones, manager 
of the Gibson County Electric Membership Corp., of Trenton, Tenn. 
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which is in the district I have the honor to represent. There is a bust 
of David Crockett in the courthouse yard at Trenton, Tenn., so we 
have had some publicity along that line recently, and I am very happy 
to present Mr. Jones, who is rendering an outstanding service in our 
section of Tennessee in the great work he is doing. 

Mr. Ranaut. Mr. Jones, the committee will be very pleased to hear 
you at this time. 

“ Mr. Jones. Mr. Chairman, and gentlemen of the committee, my 
name is Floyd Jones. I am manager of the Gibson County Electric. 
Membership Corp., of Trenton, Tenn. I am president of the Tennes- 
see Rural Electric Cooperative Association, an organization of rural 
electric cooperatives to which 20 of the 22 cooperatives in the State 
belong. I would like to present for your consideration basic informa- 
tion with regard to the growth in use of electric power by the members 
of the electric cooperatives of Tennessee and its effect on our people. 

The maximum demand for power from these cooperatives during 
the year 1954 was 393,210 kilowatts. This was an average increase of 
individual demands of 11.77 percent over the previous year. The kilo- 
watt-hour purchases of these 22 cooperatives increased an average of 
13.86 percent over the previous year. 

In March of 1955, these cooperatives were serving 252,251 members 
or consumers. Service to 80 or 85 percent of these members is for 
farms or homes. ‘These cooperatives are, therefore, responsible for 
electric service to approximately 1 million people. 

The cooperatives have invested more than $90 million in the elec- 
tric distribution facilities for service to their members. Initially, 
practically all of the capital funds of these cooperatives was borrowed 
from agencies of the Federal Government, particularly the Rural 
Electrification Administration. Our officers signed notes for these 
funds in good faith that electric use and operating costs, including the 
wholesale cost of power, would be such that the notes could be repaid. 
These distribution facilities are being reconstructed for an ever-in- 
creasing load, which, as indicated above, is growing from 12 to 14 per- 
cent per year, The entire economy of the farm and rural communities 
isnow built around adequate electric service being available. 

These cooperatives all have long-term contracts with the Tennessee 
Valley Authority as the sole supplier of electric power. If this in- 
creased power is not made available, then farm, home and community 
development comes to an abrupt halt. Tremendous strides have been 
made in cutting the cost of farm production in our State in the last 
15 years. A substantial portion of this cost cutting progress can be 
attributed to the availability of electric power to the farms. Approxi- 
mately 95 percent of all the farms in Tennessee now have electric serv- 
ice. No greater deterrent to their progress can be imposed than to 
put a ceiling on their electric power use. 

; In the early 1930’s, many of our rural people had only ewe and 
opelessness to look forward to. Our farms could not keep topsoil 


nor keep top people. With the coming of electricity, soil conserva- 
tion, better rural roads and improved educational facilities, the coun- 
tryside has been literally transformed. But of supreme importance 
is the fact that the lives of the people themselves have been trans- 
formed. How has this transformation come about? I would men- 
tion only two of the many results of electricity in the home and on 
the farm, these are an automatic water system and mechanical refrig- 
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eration. These two have been immensely important to health an 
therefore, the economic condition of rural people. 

Our people have become infused with new hopes and instilled with 
new visions. The community leaders who organized and nurtured 
these electric cooperatives, worked with fervor and zeal for the wel- 
fare of their childrens and neighbors. They felt and believed that they 
were helping to bring life and to bring it more abundantly. Their 
labors have borne much fruit but that fruit must not be allowed to 
die on the vine. 

We are not asking for largess from the Federal Treasury. We ex. 
pect the Tennessee “"V alley Authority to return to the Treasury the 
money advanced and a reasonable rate of interest to be earned on that 
money. 

Speaking of the cooperatives in Tennessee only, we will, therefore, 
need the ae of new generating capacity in the amount of 50,000 
kilowatts per year. We ‘look to the Tennessee V alley Authority for 
this power to be available. I would like to ask the committee, there. 
fore, that this urgent need from the rural areas in Tennessee le 
given full consideration. The health, welfare, and economic well. 
being of virtually all of our rural population depend upon it. We 
have the responsibility of prov iding electric service for these people, 
and we ask the urgent consideration of this committee and the Con. 
gress in our efforts to carr y out this responsibility. 

I would further point out that we have no financial motives in mak- 
ing this request. The cooperatives are all nonprofit organizations and 
serve their members at cost. We trust that you appreciate our en- 
deavors in this regard. 

I would further mention, Mr. Chairman and gentlemen of the con- 
mittee, that of the 50,000 kilowatts of new c: upacity we need each year 
our members must spend many hundreds of thousands of dollars to 
buy new equipment to use the capacity that is made available to their 
homes and farms. This money is all spent outside the Tennessee Valley 
so that, in so doing, the farmers and homemakers are not only helping 
themselves but they are helping the economy of the remainder of the 
Nation. 

Mr. Rasaur. Thank you very much. 

Mr. Jones. Thank you, Mr. Chairman and gentlemen. 

Mr. Evins. I present next Mr. Alex Radin, general manager of the 
American Public Power Association of Washington, who is w ell known 
to the members of this committee. 

Mr. Rapavutr. We will be very glad to hear you at this time, Mr. 
Radin. 


STATEMENT OF ALEX RADIN 


Mr. Rapin. Thank you. 

My name is Alex Radin. I am general manager of the Americat 
Public Power Association, a national trade organization which repre- 
sents more than 800 local publicly owned electric utilities in 40 States 
and Puerto Rico. Most of the member systems of our association are 
municipally owned electric utilities, but our membership also includes 
public utility districts, State-owned electric systems, and rural elec trie 
cooperatives. No Federal power system is a member of our association. 

The municipal distributors of TVA power which are members of 
our association purchased 7,638.473,000 kilowatt-hours from TVA i 
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he 1954 fiscal year. These wholesale purchases represented 78.8 per- 

vent of TVA’s total sales to municipal utilities during that fiscal year. 
Being wholly dependent upon TVA, by contract, as their power sup- 
plier, our member utilities in the T\ A area understandably look with 
a great deal of concern upon TV A’s ability to meet the future needs 
f its wholesale customers. 

However, beyond the more immediate problems facing our member 
systems in the Tennessee Valley, our association also has an interest 
in this matter that stems from our deep concern with the fundamental 
responsibility of any public utility—that of providing an adequate 
supply to meet the needs of the future. It is our belief that the pro- 
posed budget for TVA for the 1956 fiseal year fails to meet this basic 
responsibility, and therefore would be injurious not only to TVA but 
to our national interest. 

In view of the testimony being given immediately preceding mine 
by representatives from the TVA area, I will attempt not to be repeti- 
tious as to the plight which would face TVA if the proposed budget 
is carried through as projected. I would merely like to point out that 
the President’s budget. message (see page 211) shows that in 1958 
TVA will have an assured capacity of 7,033,000 kilowatts to meet loads 
other than AEC, while, at the same time, the agency will have a load 
of 7,490,000 kilowatts. The President’s budget message therefore 
plainly indicates that TVA will have a deficiency of 457,000 kilowatts, 
or 6 percent, in 1958. In the event that power from the so-called 
Dixon- Yates plant at West Memphis is not fed into the TVA system, 
TVA’s deficiency would be in the order of 1 million kilowatts. This, 
too, assumes that no new defense loads will be placed upon the TVA 
system—a situation which is difficult to understand in view of the out- 
standing success which TVA has achieved thus far in supplying a 
large share of the Nation’s defense requirements. 

The implications for the people of the Tennessee Valley of a possible 
shortage of this magnitude can readily be seen. It is a situation which 
undoubtedly has sent chills down the spine of every operator of a 
power system in the TVA area, and it. is a situation which also is 
looked upon with great alarm by the household, commercial, and in- 
dustrial users of power in the area. 

_ As dangerous as this situation is for the Tennessee Valley, I believe 
it presents an equal—if not greater—danger for the Nation as a whole. 
The fact that there is Government regulation of the electric industry 
hoth on the Federal and local levels clearly indicates that the manner 
of conduct of this industry is of public interest. Surely no commu- 
nity would continue to franchise an electric company which failed 
vtterly to meet the needs of the people served. And I am sure that 
appropriate Federal commissions, too, would take corrective action if 
a public utility under its jurisdiction failed to meet the requirements 
of its customers. 

_ Yet, the Federal Government, in operating the TVA power system, 
is plainly indicating, in its presently proposed budget, that it does not 
plan to meet adequately its responsibilities to its consumers. This is a 
shocking situation which, in my opinion, would have serious conse- 
quences, for if the Federal Government fails to meet its responsibilities 
in an area where it has clearly undertaken a public utility respon- 
Sbility, how can privately owned electric utilities be impressed with 
the solemn obligations they owe to the public as public utilities? 
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Surely this defaulting by the Federal Government will make mye) 
more difficult the problem of other governmental agencies, both on the 
Federal and local Yovell, in requiring a public utility to measure up 
to its obligations to its consumers. 

Where the Federal Government has undertaken the responsibility 
for power supply for an area, it should at the very least be expected 
to operate its system at the same level of efliciency as a privately 
owned electric utility. In such a case, TVA would have a reserve of 
15 to 20 percent of its generating capacity, rather than a deficiency 
of at least 6 percent. 

There is one further aspect of this deficiency of power by this im. 
portant Government agency that bears examination. On April 1), 
1955, the Office of Defense Mobilization, which is part of the Executive 
Office of the President, announced that it was revising its goal for 
class 1 electric utilities to 150 million kilowatts by the end of 195s, 
an increase of about 46 million kilowatts—or almost 50 percent—over 
the capacity scheduled to have been in place on December 31, 1954. 

At the same time, Office of Defense Mobilization announced that it 
would begin processing applications for rapid tax write-off certificates 
for electric utilities which have been pending since the former gol 
was suspended, and that new applications would be accepted imme 
diately. These certificates were described by the House Committe 
on Expenditures in the Executive Department in a report issued May 
28, 1951, as the “biggest bonanza that ever came down the Government 
pike.” 

Surely, if electric power production is so essential to our national 
defense that it warrants the Government providing what. have been 
referred to as subsidies to the electric companies, then the Government 
is equally justified in making an investment in its own power system— 
an investment which will be amortized in full. This would partict- 
larly seem to be the case in the light of TVA’s magnificent contribu- 
tions to national defense during World War IT and the post-war 
period. 

Furthermore, it would seem that in view of the importance of thes 
goals to the national defense, the Government, in the operation of its 
own electric system, should set an example for other utilities of the 
Nation to follow. For the Federal Government to fail to meet eve 
minimum standards of power supply would appear to bring inte 
question the Government’s sincerity in setting such high standart 
for other utilities of the Nation. . 

It has been said that the adoption by the Congress of a new financilg 
plan for TVA would relieve the critical power situation faced by 
that agency. In this connection, I might point out that our associ 
tion last month went on record in support of such a financing plat, 
as originally proposed by TVA. While I would not be so presumptive 
as to attempt to predict what action the Congress will take on ts 


plan during the current session, I do believe it should be recognized 
that this plan would bring about some fundamental changes In the 
TVA act. Moreover, it is a matter on which many people have may 
conflicting ideas which they would wish to express to the Congres 
in appropriate hearings. In fact, correspondence released last week 
indicates that there are differences of opinion even among the TVA 
directors as to the wisdom or feasibility of some of the changes ™ 
this plan proposed by the Bureau of the Budget. For this reason," 
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would certainly appear to be dangerous, from the standpoint of the 
TVA area and of the Nation, to assume that TVA/’s future power needs 
could be met adequately at this time by relying upon the adoption of a 
new financing plan by the current session of the Congress. 

We recognize, of course, that the President’s budget message also 
states that TVA’s power supply could be augmented “by purchases of 
power from outside sources. In this regard, it is interesting to note 
that TVA’s annual re ees for the fiscal year 1954 showed ‘that the 
agency purchased 580,913,000 kilowatt- hours at a cost of $2,521.607— 
or 4.34 mills per kilowatt-hour. The same report indicates that the 
average production costs for power from all of TVA’s steam plants 
(including three old ones) was 2.98 mills per kilowatt-hour. Aside 
from all the other implications involved in the policy of purchasing 
power from outside sources, it would be difficult to believe that the 
Congress would advocate the Government purchasing power for its 
own system when it could generate power itself at a “cost of at least 
31 percent less per kilowatt- hour. 

TVA is looked upon throughout the world as one of the proudest 
achievements of the United States. Exery year thousands of visitors 
from every part of the world come to TVA to study the manner in 
which it was created and is being operated today. To permit TVA to 
operate at standards not only less than those of maximum efficiency, 
but at standards which would greatly impair the efficiency of this 
agency, would be damaging, in my opinion, to our national interests. 

“Tt has been reported in the press that the TVA directors originally 
requested almost 1 million kilowatts of new capacity for the 1956 
budget. In the interests not only of TVA but of the Nation, we urge 
your committee to make adequate provision for such capacity. 

For your further information, I am attaching two resolutions on the 
subject of TVA which were adopted on May 5, 1955, at the annual 
couvention of our association at Jacksonville, Fla. 

I would like to ask the permission of the committee to insert these 
resolutions as part of my testimony. 

Mr. Ranaut. Without objection, they will be included in the record. 

(The resolutions referred to follow :) 


RESOLUTIONS ADOPTED May 5, 1955, aT AMERICAN Puslic Power ASSOCIATION 
ANNUAL CONVENTION, JACKSONVILLE, FLA. 


RESOLUTION NO. 1— TVA SELF-FINANCING PLANS 


Whereas Congress, through the establishment of the Tennessee Valley Author- 
ity, has caused the Government to be the source of power supply for the Tennessee 
Valley service area, including the huge needs of the Government itself for national 
defense power needs in this area, with resulting large benefits in cost to the Gov- 
ernment for such national defense power needs, and has made annual appropria- 
tions for the purpose of providing such power supply ; and 

Whereas in addition to these huge savings in the Government’s power costs for 

national defense needs, a return to the Government averaging 4 percent has been 
realized upon such appropriations, which are being repaid by TVA to the Govern- 
ment upon a schedule imposed by the Congress; and 

Whereas the TVA has submitted to the Bureau of the Budget a proposed plan 
Whereby TVA can issue its own revenue bonds (not to be a direct Government 
obligation, but only one of TVA itself) which can provide funds for the future 
power needs of the Tennessee Valley service area, now increasing at the rate of 
750,000 kilowatts per year, all of which power needs Congress may not wish to 
Provide for by appropriated funds; and 

Whereas such proposed self-financing plans for TVA, as submitted by them to 
the Bureau of the Budget, have had widespread approval throughout the Ten- 
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nessee Valley service area, and particularly by the executive board of the Tennes. 
see Valley Public Power Association, a group 96 percent representative of the 
150 municipalities and cooperatives who distribute TVA power in the area: Now. 
therefore, be it 

Resolved, (1) That the American Public Power Association urges the Bureay 
of the Budget to promptly approve, as submitted, these self-financing plang of 
the TVA for its funds needed for future power supply ; and 

(2) That the American Public Power Association urges speedy enactment py 
the Congress of such plans, as submitted, into law. 


RESOLUTION NO. 2—DIXON-YATES CONTRACT 


Whereas the so-called Dixon-Yates-AEC power contract was privately nego. 
tiated, without competitive bidding, and imposes upon all the taxpayers of the 
Nation a power cost to AEC of over $100 million more than would have been 
required had an equivalent amount of power been obtained from a power plant 
built by TVA; and 

Whereas under this contract there is provided a huge subsidy for two giant 
utility holding companies who have as their purpose the encirclement, curtail- 
ment and eventual destruction of TVA; and 

Whereas such eventual destruction of TVA would remove its great value as a 
national asset and yardstick in holding power rates down, the results of which 
have been the saving of untold millions of dollars to ratepayers all over the 
Nation, and particularly to the whole Nation for the Government's national de- 
fense power costs; and 

Whereas the Dixon-Yates combine arrogantly proposes to use as engineers and 
contractors upon the project a firm whose engineering and construction methods 
have been publicly criticized as being wasteful and uneconomic by officials of our 
Government upon other power projects, for which they have been engineers 
and contractors, thus unnecessarily adding millions of dollars to the Govern- 
ment’s power costs on these projects: and 

Whereas the dispute over the Dixon-Yates-AEC contract has plunged the 
Atomic Energy Commission into the middle of a political controversy, entirely 
foreign to the purposes for which it was created, thus causing widespread loss 
ef public confidence in its ability to carry out its designated program: Nov, 
therefore, be it 

Resolwed, (1) That the American Public Power Association urges the Atomic 
Energy Commission to cancel the Dixon-Yates power contract ; 

(2) That the American Public Power Association urges the Congress, after 
cancellation of the contract, to make possible the construction of a power plant by 
TVA to furnish an amount of power equivalent to that proposed to be furnished 
by Dixon-Yates under this contract; and 

(3) That the American Public Power Association urges the Congress, in the 
event the AEC does not do this, to deny appropriations to AEC, and also to TVA, 
for the purpose of completing the contract. 


Mr. Putts. I noted on the margin, on page 2, Mr. Radin, at the 
top of the page, in the third line, you give a figure of 7,490,(00 
kilowatts. 

Mr. Rapin. Yes. 

Mr. Puimuirs. As the estimate made by the Tennessee Valley At- 
thority of the probable demand upon them. In what year was that, 
1958 ? 

Mr. Rapin. In 1958. 

Mr. Puituirs. I think when the printed hearing of the testimony 
of the TVA representatives is available, you should read it. It 
will show their estimates for the past 5 years have been consistently 
overestimated as to what the demand would be, almost up to the 
month before the one in which their estimate was given, and conse: 
quently I would say on the basis of the past history, that there will be 
no deficit. If they have an assured capacity of 7,033,000 kilowatts, 
with the customary possibility of running slightly in excess of that, 
even not counting that, there will be no deficit whatever on the bas!s 
of past estimates. 
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Mr. Rapin. Mr. Phillips, I took that figure from the President’s 
budget message. It is my understanding—but I am subject to cor- 
rection, that some of their loads have been less than estimated be- 
cause they have cut off some of their interruptible power—— 

Mr. Puiurres. No, I am not taking that into consideration. 

Mr. Raptn. I see. 

Mr. Pururrs. That is a very different subject, on which they are 
equally in error, because TVA has in its testimony indicated that 
it has been compelled to deny customers that wanted the power, and 
the evidence is very clear that they have not done so, except in inter- 
ruptible loads. 

Mr. Rapry. I will be interested to study the record. 

(Norer.—The following information was supplied subsequently by 
Mr. Radin:) 


It has been a matter of general knowledge that the power-supply situation in 
the TVA area has been tight for several yeurs, including this past winter. It 
is also known that this tight power-supply situation has been a reflection of two 
important facts: (1) That TVA generating capacity has not been allowed to 
grow as rapidly as TVA recommended, and (2) that power requirements, par- 
ticularly at the atomic-energy plants, have grown even faster than TVA forecast 
when it recommended the capacity additions. If these were not the facts, it is 
obvious that TVA would have had the capacity surplus it has sought to provide 
instead of the capacity deficiencies which have actually developed. 

For two specifie figures I have looked up TVA’s estimates of the load for this 
past winter—an estimate given to the Appropriations Committee 3 years ago 
when the necessary capacity should have been started. I find that TVA esti- 
mated “power demands on the TVA system of 6,400,000 kilowatts by the end of 
1954.” The reference is page 1336, House hearings, independent oflices appro. 
priations for 1953. I find by checking with TVA that before the end of 
1954 power requirements had grown to 7,658,000 kilowatts, of which it was 
possible to supply 6,325,000 kilowatts with the available power. The difference, 
according to TVA, represented 295,000 kilowatts of industrial loads that had to 
be curtailed and 1,039,000 kilowatts of the growing loads at the atomic-energy 
plant that could not be supplied until more of the generating capacity under 
construction at the Shawnee and Kingston plants could be completed. 

Additional information showing that, in summary, actual demands have 
exceeded TVA’s short-range estimates ut least as often as they have fallen 
short of such estimates ; actual demands have consistently exceeded TVA’s long- 
range estimates presented to the Congress in support of new generating capacity, 
are contained on pages 94 and 95 of the hearings by a subcommittee of the 
Senate Appropriations Committee on the second independent offices appropria- 
tion for 1954 (H. R. 5690). 


Mr. Pritures. I think you should because I do not think there is 
going to be any deficit even on the basis of their own figures. 

Then you assume, in your statement in the next to the last para- 
graph—or the last complete paragraph—you assume that the only 
place to get the power is to build it into the system. 


Surely no community would continue to franchise an electric company in 
America— 


and I am quoting you—— 


Which failed to meet the needs of the people it served. 


Why do you have the assumption that you cannot buy power from 
the surrounding companies for emergency use when TVA itself has 
heen doing it for years # 

Mr. Rapry. The principal deficiency in that is the cost is so much 
freater than it would be 1f TVA were to generate power on its own, 
and also there is the other basic question of whether the TVA, as an 
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integrated power system, should be dependent upon an outside sour 
of supply. 

Mr. Puiiws. How many members do you have in your organi. 
zation ¢ ) 

Mr. Rapin. We have about 800 in the organization. 

Mr. Puitiirs. How many of them do you suppose buy power from 
utilities other than the power they create themselves, either public or 
private ? 

Mr. Rapin. I do not have the figures on that; I will be glad to supply 
them. 

Mr. Puiuies. I would be interested to know. 

(The information requested follows :) 

Apparently 46 percent of the members of the American Public Power Associa. 
tian are dependent upon purchased power. 

Mr. Puiiurs. Now, with reference to this matter of price of 
power, at the top of page 5 you gave the purchase price by TVA as 
4.34 mills, and their production cost as 2.98 mills. 

I question whether that is a comparable figure. Does the 2.98 mills 
include fixed charges, exactly the same overhead charges as would 
Le charged by the seller of the 4.34-mill power ? 

Mr. Raprn. I do not know that they would be exactly comparable; 
U think they would be roughly comparable. 

Mr. Puitures. Well, you would have to include all of the production 
costs; you would have to include interest; you would have to include 
taxes; you would have to include all of the comparable figures. 

Mr. Rapin. Those figures there were taken from the TV A’s annual 
report. I do not think the report shows specifically what charges are 
included, but I think with a little further research we could ascertain 
exactly what costs are included. 

Mr. Puixres. I think the study would discover that the figures are 
closer than your statement would show. 

As « matter of curiosity to me, down here in your statement at 
the bottom of page 3, about tax certificates—and you are getting into 
a field which I do know something about—first of all, as a matter of 
curiosity, you have called this the House Committee on Expenditures 
in Executive Departments; you give the date of it 1951. When did 
we change the name of that? It is now called the Committee o 
Government Operations. I thought it was changed in the Reorgat- 
zation Act of 1946. I mean, is your date right with reference to the 
report made? 

Mr. Rapin. I am sure the date is right. That could be a sub 
committee. 

Mr. Puiturres. Well, you imply, first of all—at least, this implica- 
sation could be read into it—that when the certificates, these tax- 
writeoff certificates, as they call them, are given, that it implies that 
it could be over the entire cost of the construction of the utility. It 
is only over that part of the facility, as you know, that is in exces 
of the needs of the utility. If the public utility were asked to g0 
into the production of power and 25 percent of that increase would be 
more than they could foresee, then this rapid writeoff is only on that 
25 percent. It is not on the entire amount. 

And, furthermore, a great many of them do not use it, because 
there is a very real question, in the accounting field, whether it has 
the value, the tax writeoff, which it is supposed to have, and as 
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hether it would not be better to take the longer-period writeoff, 
ather than the rapid writeoff. The only intent of it was to produce 
a reserve over and above anything which the utilities themselves 

ight use. 
¥ [ thought you had made a fairly broad statement there which was 
not quite in accord with the accounting facts. 

Mr. Rapry. It ismy understanding that the privately owned electric 
utilities have obtained those certificates to the extent of about $2 
billion. 

Mr. Putiures. I never heard a figure given. 

Mr. Raptn. I think that is correct. 

Mr. Puuitires. As I say, it would be only on that part which, in a 
sense, We had asked them to make, over and above what their needs 


would be; and I think that would apply to all the users. We have 


given certificates to people who have built an additional factory fa- 
cility for airplane production and so forth. 

Mr. Rapin. They are available to industry, other than the electric 
industry, but the electric industry has used them, I understand, to the 
extent of about $2 billion. 

Mr. Putinies. There is a very real question in accounting as to 
whether it is to the advantage of the company to use them or not. I 


do not think it has ever been fully settled. 


Mr. Rapin. My recollection is that the Federal Power Commission 
has ruled on that and I would like to refer to the facts which I do not 
have before me, but I think they refer to these certificates as having 
the effect of interest-free loans, and they calculated the value of it on 
that basis. 

Mr. Puitures. That could be. You say you have 800 members. Do 
you know if any of your members outside this Tennessee Valley area 
buy power from a company which controls the price at which the final 
distributor sells it to the user, the consumer? Do you know of any- 
body ¢ 

Mr. Raptn. I would have to check to ascertain the extent to which 
Bonneville and some of the other Federal agencies do that. I do not 
believe they exercise as much jurisdiction in that regard as TVA, but 
that is possible, 

Thgt is a part of the TVA Act under which that was set up. 

Mr. Puiiures. I understand, but that was not mandatory; it was a 
permissive item. Bonneville did it and then discontinued it, if I 
am correctly informed. I think to date TVA is the only one that exer- 
cises this complete monopoly of saying to a purchaser that he may not 
buy from anybody else and that TVA will control the price at which 
it is sold the retailer. During the depression years, a great many 
communities like my own, which buys power and retails it to the com- 
munity, would have been in a very difficult situation had we had a 
restriction upon us like that. I do not see how we could have survived. 
_ Mr. Rapry. My impression from the distributors in the TVA area 
is that they look with favor on this, because it insures that the bene- 
its of this low-cost power is passed on to the ultimate consumer. 

Mr. Prmairs, The suggestion is made that that means simply they 
get somebody else to pay their taxes for them. The real point in my 
mind is that I should think the people themselves would want to, in 
their community system. I do not see why it means such an increase in 
cost of power ; generally it means a mill; a couple of mills, or a fraction 
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of a mill for schools or recreation or even for the operation of tly 
community itself, the community government. That sticks in yy 
mind every year when it comes up, as to why the people of Tennesse 
continue a contract of that kind. You cannot answer that. 

Mr. Rapin. No, but I think the distributors could answer it. 

Mr. Ranaut. Before you leave that, when we talk about monopoly 
usually we talk about something where the price is maintained #2 
the protection of industry. To use the word monopoly in this seny 
here is not quite the same application in which the term is ordinarily 
used because it is used in the maintenance of price, where it is, tle 
maintenance of price, for the benefit of the ultimate consumer in the 
area; that is what you have in mind? N 

Mr. Rapin. Yes. 

Mr. Rasavt. That is a different appraisal than is usually put upm 
the word “monopoly.” 

Mr. Rapry. That is correct. 

Mr. Razavr. Do you have any knowledge of what the profits hay 
been for private industry, private companies, in the power busines 
adjacent to the TVA ? 

Mr. Rapin. My information is that the return has been equal if no 
better than the national average. The most recent complete inform 
tion that I have seen on that is contained in the report of the Pres: 
dent’s Water Resources Policy Commission which contains a tall: 
showing the returns on investment of private companies in the are 
adjacent to the TVA, and that return shows it is about equal to, o 
better than, the national average. 

Mr. Rasavr. I asked that question because that is the informatioiiin 
the committee has. 

Now, inasmuch as that return in the vicinity, so close to the TVA 
operation, is so good for the power companies, that are in that area sto 
I think it speaks well for the TVA. n¢ 

Mr. Rapin. I agree with you. I think it forces them to a betie iit: 
operating policy. 

Mr. Ravavr. I feel, further, that the TVA, or any activity by tlegin 
very nature of the world in which we live, must be centralized some fal 
place, and TVA is in this particular area; but while there are beneii Hi re 
that accrue to the area, TVA by its very existence, has assisted many, a! 
many other areas in the United States. As one witness testified, ther fii in 
were $6 million worth of outboard motors used in the TVA area. wi 

It seems to me that somebody could make known some other produc: li 
that are used to a marked degree because of the changes that have fh: 
come about as a result of the TVA activities. Of course, there args 
the huge power resources that have been augmented, necessitating the i 
transmission of the power, including everything from wires and get 
erators, turbines, and what-have-you. There is new industry that i p 
has been attracted to the area, not necessarily to the detriment of 2 
other area, but maybe for the greater purpose of serving the Unite! 
States. Nobody knows what the purpose is for; maybe they are pa 








ing on some of their profits to the rest of the people. i tt 
There is the income that comes from the area in the return of UP 
income tax. hi 


Then there is the increment that is added to the land value. I knot 
for certain that if you are doing all this business down there. the! 
you are doing my area a service because my area produces automobile 
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think that would be true of other areas that produce refrigerators 
nd electric appliances and so forth. 

{cannot have this feeling of sectionalism against the area any more 
han I can have a feeling of sectionalism against the St. Lawrence 
away or the Mississippi River. 

For years I was acting chairman of the subcommittee that handled 
appropriations for the Mississippi River. We poured $60 million 

year into it to keep it within its banks. Certainly that did not 

ean anything to me up in Detroit, Mich., and still in a way it did 
ean something to me in Detroit because many of our automobiles 
ere taken down the Mississippi River on barges. Other items were 
ransported. We have to get away from this sectionalism in the 
Inited States. This is a big country. There may be differences of 
pinion on the committee here. There should not be any differences 
nm the part of the witnesses here. Let us be big. Let us get Ameri- 
‘an. Let us get a viewpoint for this whole Nation, every part of it 

from coast to coast and from Canada to the gulf. We can do a lot 
for each other. 

It is natural that we should have differences. This is a great 
lace to iron out differences. It is a place where we have to give 
and take. Long ago I had to learn to give here, and sometimes I 
iad to take. I do not know how it is going to be this year. 

Mr. Pus. Your comment on the profits made by the private 
utilities on the periphery of the TVA area is rather interesting to 
me. Profits are usually based on the income and the industrial uses 
of power in an area. If the utilities outside the TVA area are doing 
that well, it would imply that the area outside of TVA is doing better 
industrially than the TVA area itself. 

Mr. Ranaut. It probably is, but it is certainly no threat to them. 

Mr. Pumuuipes. No threat at all. That is the point that T am trying 
tomake. If they were losing because of the existence of TVA, I would 
not make the point, but they are not. So long as TVA stays inside 
its legal area I do not think there is any objection. 

Mr. Ranaut. I want to say one other thing. Here we have a certain 
industry or activity that the TVA has built up. To have firm power 
all the time we need additional steam power. Why should we have it 
reduced to peaking power at times, or dump power at other times? 
I would like to know of any individual firm that would treat itself 
inthat manner. I do not think that it would exist any place. They 
would want firm power if they could have it, because firm power on the 
line delivers the power needed and needed at any given time. Not 
having this power augmented—and not augmented by outside power— 
is the one step in this whole thing that I cannot understand. I cannot 
understand the logic of it. It has never been logically presented to me. 

Mr. Putiires. You said that monopolies were usually created to 
protect industries. 

Mr. Ranaut. To protect themselves. 

Mr. Puitiies. I wonder if they can also protect bureaucracy ? 

Mr. Ranaut. That is far-fetched, I think. At this particular time 
that is not the argument. Why use the term when we are talking about 
protecting the individuals down at the bottom of the ladder? We 
eard it testified that this was a very poor area. 

(Discussion off the record.) 
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Mr. Evins. The next witness that has been requested to be heard py 
the committee is Mr. Jack Wildman, représenting the Association of 
Test Demonstration Farm Familes from Luka, Miss. 


STATEMENT OF JACK WILDMAN 


Mr. WitpMan. Gentlemen, I am appearing here in behalf of the 
test demonstration organization, farm families. I have heard much 
concerning the TV A’s power and electric power throughout the valley 
and other areas, but my objective is a little different. We want to put 
before this honorable committee the need for continuing and increas. 
ing, if possible, appropriations for the chemical end of TVA. We, 
as the test demonstration farm families throughout the valley States, 
think we have done a good job in showing to the Nation, not just the 
valley, what can be done with materials that can be manufactured by 
TVA. 

In World War II TVA began telling these plants to prepare war 
material. There has been a place found for them in the service of 
our country in preparing materials that can be used by a farmer, by 
agricultural departments, and they have accomplished as much, we 
think. 

We think that through the test demonstration organizations, and 
the TV A’s materials that have been supplied to us through the land- 
grant colleges and the extension services, we have been able to develop 
the income in the South, or in the valley States especially. Not only 
that, but the influence of this organization and the results of this organ- 
ization and its accomplishments have reached out through the Nation. 

I am in agreement with the chairman when he said, “Why fuss 
about having certain industries just centrally located”—referring to 
the TVA. “I do not see, if we are going to look at it from that stand- 
point, why we should fuss about where the Nation’s Capitol is going 
to be. The way I see it, I believe that the Tennessee Valley has xc- 
complished more than has been seen by the people that helped to pre- 
pare these budgets,” and so on. It has increased the value of our 
land, It has increased production. We are taking land that was once 
no good to us in the seven valley States and we are converting it into 
forestry. We are using it for other purposes that are needed for the 
benefit of our Nation. 

I believe that the Tennessee Valley Authority has a good thing i 
ammonium nitrate and the ammonium nitrate plant. I hear people 
complain, especially private industry, about the TVA having au- 
monium nitrates and phosphates and what have you in the fertilizer 
plants. The fertilizer plants of TVA have increased private industry. 
It has given them a shot in the arm, so to speak. The fertilizer plants, 
especially the triple superphosphate plants that the TVA carries 
on have increased the demand for triple superhosphate throughout 
our Nation. Also ammonium nitrate. 

The Mississippi Chemical Corp. is a direct outgrowth of the TVA 
ammonium nitrates. The Mississippi Chemical Corp. is paying back 
to its patrons approximately $17 per ton in patronage refunds, plus 
5 percent interest on the investment, plus taking eare of their plants 
which produce even cheaper than TVA. 
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It seems to me and to the people that I represent that this budget 
should include that money that is necessary to carry on the test demon- 
stration farm programs throughout our Nation so that we can develop. 

Knowledge is power. We know that. We have come a long ways. 
Let us look back on some other things that have been accomplished, 
and then go forward. Let us not go backward by cutting the appro- 

riations. 

I thank you. 

Mr. Rasaut. To whom are these fertilizers available? 

Mr. Witpman. They are available to test demonstration farm 
families and also to anyone that wants to buy them in the valley area, 
provided they use them for test demonstration purposes. 

Mr. Rasaur. What about sending a fertilizer out into the different 
county seats throughout the country? We had a map here before 
us—we do not have it here now—that showed where it was sent. 
What 1 want to know is, Can it be sold out of a store at reduced rates 
against someone else making fertilizer in the area? 

Mr. Witpman. Absolutely not. 

Mr. Rasautr. That particular question came up on the subject of 
diammonium phosphate. Do you know anything about that? 

Mr. WitpMaNn. That is a new product. I do not know too much 
about it at the present time. 

Mr. Rasaut. Is the policy of handling that any different from the 
policy of handling the other fertilizers? 

Mr. WinpMan. No, sir. 

Mr. Razaut. Then it is not sent out at reduced prices when it is 
sent for test purposes? It is not sold at a commercial place at a lower 
price than it can be manufactured by someone else ? 

Mr. WitpMan. No. In comparing prices of diammonium phos- 
phate, it seems to me that it is a little high compared to private 
industry. 

Mr. Ranaut. That does not enter into this argument. There was 
testimony before us that anyone could get it from TVA and get it 
at such a price that no one could compete with the price. I can 
understand how it can be sent to test locations for the purpose of 
introducing it and creating a demand for it, but if it is just sent out 
toa dealer, he might sell it to anyone who comes along at a low price, 
ind he would be able to undersell anybody else who was trying to 
yet into the manufacture of it. 

Mr. Witpman. Sir, I do not believe their policy in handling diam- 
onium phosphate is different from their policy of handling triple 
superphosphate and ammonium nitrate. I just do not believe that 
that statement is true. 

Mr. Ranaut. Is there such a policy with regard to any of the other 
products that they send out? 

Mr. Witpman. No, sir. 

Mr. Patties. When the TVA wanted to put $1 million into a new 
plant under the term “Research”—when actually it would have been 
i plan to produce fertilizer for sale—Congress denied them that 
money. In other words, we have on the record this year a statement 
from TVA that only 1,000 tons is intended to be used for research 
work. They expect ta make 20,000 tons, and they originally intended 








042 
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what is used for research and what is used for production of fertilize; Th 
which would be given or sold cheap to the farmer. ertil 
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Mr. Puuures. They did not get the money. 

Mr. Witpman. Well, it has been their thinking from information 
that I have had in discussing it with some of the officials of TVA that 
the time was here when they do not need to produce so much triple 
superphosphate. 

Mr. Pures. That is right. 

Mr. WitpMan. Because they had shown the Nation that it could be 
















done in private industry, and private industry had taken it over and #Mfacts 
is supplying the demand. Sothe TVA does not need to do it. joni 
Mr. Puitiies. You are completely right. pomet 
Mr. Rasavut. Outside of the valley, is their product sold only for Rmanv 
test demonstration purposes? o mé 
Mr. WitpMAN. Yes. reds 
Mr. Pruitires. With this slight difference that there is plenty of evi. qBnanu 
dence that not all of the fertilizer sold outside the valley went to tes Hit at: 
plots. There was no check on it to see how it was used and what the § Th 
returns were. It was simply sold to a reselling cooperative. Many of qjuitte 


the retail cooperatives bought and sold it without any check on whom G@moni 
they sold it to, or how it was used, or anything else. In other words, they « 


the TVA simply put on the market a cheap fertilizer in competition He: 
with producers of the same fertilizer. prod 
Mr. Razpavt. If they sold it in such manner, would they be violat- Har a 
ing the ordinary terms for which they received it ? Th 
Mr. Witpman. I would think so, but I do not believe that is true— Jour f 
that they are selling the material in that way. hat t 


When a bag of ammonium nitrate is moved in my county it has to Hthat | 
come to the Extension Service, and the Extension Service approves Jelose 


the practice that the inan is going to use it for. wreat 
Mr. Puitutrs. That is correct. We 
Mr. Witpman. It cannot be used for row crops unless it is for tet Hof di: 
demonstration purposes. TVA 
Mr. Puitures. That is the way that it is supposed to be sold. mitte 
Mr. Rasavt. That is all right. on sty 


Mr. Witpman. There are ¥ or 3 different groups of test demonstra Hthey | 
tions. You have the special study farms and you have this farm and Mal! th 


that farm, and there is not a bag sold in my county unless there isa # Mr 
paper submitted, or a record submitted to the TVA showing what it HBdustr 
was used for and the accomplishments that it made. S wi 
Mr. Rasavut. According to your knowledge, anything they make is That 
sold under similar conditions ? the n 
Mr. Witpman. Yes. in an 


Mr. Jensen. Mr. Chairman, as you know, I made a statement the Mr 
other day when the TVA authorities were before the committee that | HB ¥te i 
felt that this fertilizer program of the TVA was by far the most valu: J do | 
able program to all the people in America of any part of the TV\ JJ so 
set up. I think the TVA in its development of these commercial vet th 
fertilizers has done a wonderful work. Of course, we need fertilizer MB Vate | 
very badly. I happen tocome from the State of Iowa. We have there i We j 
25 percent of the grade A land in America. But yet we need fertilize J Mr 
of every kind. ‘ppes 
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The thing that disturbs the private producer of this diammonium 
ortilizer is the fact, as testified to by Mr. Bennett of Omaha, that the 
VA was getting ready to produce 40,000 tons of diammonium phos- 
phate and sell it at a price of $110 per ton. Some of the producers 
f diammonium fertilizer have been producing it for as long as 4 years, 
nd according to Mr. Bennett’s testimony, it was impossible for the 
private producer of diammonium phosphate to buy the necessary 
ioredients that go into the fertilizer and pay taxes, administrative 
xpenses, Shipping costs and so on down the line, and sell that fertilizer 

t less than $143 a ton and make ~ kind of profit. He gave us the 
acts and figures that showed actually his concern selling this diam- 
monium phosphate fertilizer at $143 a ton would make a profit of 
something like 4 percent. He also told us that there were some steel 
ranufacturers, United States Steel and others, that were very anxious 
» manufacture diammonium fertilizer, and could manufacture hun- 

reds of thousands of tons annually, but they would not attempt to 
ianufacture it and have competition of the like of TVA who could sell 
t at $110.29 per ton. 

The authorities of TVA testified when they were before the com- 
iittee that they intended to manufacture 43,000 tons of this diam- 
nonium fertilizer. Finally, after we questioned them at some length, 
hey decided maybe they only wanted to make 20,000 tons. 

Here is the point: The private industries that manufacture this 
oduct claim that it has been brought to the point of perfection as 
ar as ingredients and knowledge are concerned to manufacture it. 

The thing that I think most of us are interested in is the fact that 
ur farmers need this fertilizer like they need the other fertilizers 
hat the TVA has developed. or helped to develop, and we are fearful 
that by the TVA selling its fertilizer for $110.29 per ton, it will fore- 
lose private industry, such as the steel companies, from producing 
great quantities of this material. 

We have had no testimony to the effect that the private producers 
of diammonium fertilizer can compete with this $110.29 fertilizer of 
TVA. That is the thing that concerns me as one member of the com- 
mittee. Certainly I do not want to foreclose the TVA from carrying 
onstudies and experiments in development of fertilizer because I think 
they have done a magnificent job. They have given private industry 
all the knowledge that they had. 

Mr. Curtis testified to that. I think it is wonderful. Private in- 
dustry has given TVA the knowledge that they acquired on these fer- 
tilizers, so it has been a two-way street. That has been very fine. 
That is about all that I have to say. I just want to make sure that 
the manufacturers of this very valuable fertilizer are not hindered 
In any way. 

Mr. Wirpman. TVA is open for any private industry. Any pri- 
vate industry can get the knowledge, or find out what TVA is doing. 
' do know it is a fact that private industry is marking up a lot more 
‘n some of the fertilizer than they claim to be making. They can 
cet the know-how or the facts from the TVA. There is nothing pri- 
vate about it. It is open for investigation to the private concerns. 
We just weleome them to find out how TVA does it cheaper. 

Mr. Jensen. There is another thing, Mr. Chairman. It does not 
‘ppear necessary at this stage of the game for TVA to produce even 
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20,000 tons of this fertilizer because of the fact that it has already 
been brought to perfection. That was testified to by the TVA stag 
I can readily istunton why the people of Tennessee are very much 
in favor of manufacturing all the fertilizer they can. If I lived jp 
Tennessee I would be right here, no doubt, like all you fellows, We 
have something like 20,000 test farms for these fertilizers. 

Mr. Witpman. 22,000. 

Mr. Jensen. And 1,300 are in the State of Tennessee, and they 
get the fertilizer at 45 percent of the cost that the other people have 


to pay. That may be just a little bit inequitable for the rest of Be. 

the people in the other States. I can assure you that T do not wan fi iio 

to do anything that would stop the experiments and the testing and fielect 

developing of commercial fertilizer in the Tennessee Valley by the gmthe™ 

TVA. That is all that I have to say. Bye 
Mr. Rasavut. Thank you very much. into { 
Mr. Cooper. At this point I would like to present our good frien( 

and colleague in the House, the Honorable Pat Jennings, who desires 

to present the names of two witnesses from Virginia who desire o// Mr 

endorse and support the testimony that the witness on the Stand gm Auth 


: The ¢ 
Just gave. 1956 
The | 


requil 

Mr. Jennines. I would like to present Mr. J. B. Bonham and Mr, Auth 
Jim Hoag, who are president and vice president, respectively, of “re 
the Southwest Virginia Agricultural Association, who are here today ioe 
for the purpose of associating themselves with the testimony that fi nan, 
was just presented as it pertains to the research, testing, and experi: [i low w 
menting on the test-demonstration farms. They want particularly i ** ' 


STATEMENT OF CONGRESSMAN PAT JENNINGS 


¢ . ments 

to urge that the $200,000 be restored to the budget for these test- i. apt 
demonstration farms and for ferilizer research. by po 
const 

STATEMENT OF J. FE. SMITH Bes: 


. : ws to int 
Mr. Coorrr. Next I would like to present Mr. Jack Smith, pres: MR (01 
dent of the National Rural Electric Cooperative Association, who I struc 
will speak in the place of our friend and former colleague, Mr. Clyde by the 
Ellis, who is unavoidably absent because of illness. ee 
? oO . y . . . of the 

Mr. Smirn. My name is Jack Smith. I am president of the Thi 
National Rural Electric Cooperative Association, which is a national fi by th 
service organization for approximately 90 percent of the total REA iM Will c 


. . Vs » 

borrowers in this country and Alaska. a 
I am also manager of the Mecklinburg Electric Cooperative, Chase It ¢ 
City, Va., which serves over 12,000 rural consumers in Virginia. build 


In passing, I would like to add one remark to what you had to say Pe 
about the other benefits in connection with some of these develop- TVA, 
ments. We had one of those developments on the Roanoke River 


Conse) 
right near me. I have been able to see the many intangible benefits MH contr: 
that the people have received, such as recreation, and so forth, pa'- _ 
ticularly in that area. es 


Never before have those people had water enough to take a switl We 
until 2 or 3 years ago when this project was developed. It has just J Bud 
made their lives completely over in that area. wr 

First, I want to thank you, Mr. Chairman, and the committee, ile 


. ars expen 
for the opportunity of appearing here. I am somewhat substituting MM richn, 
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for Mr. Ellis, who, IT am sorry to say, is sick today. We want to 
ppear in support of the appropriations for the Tennessee Valley 
{ythority, and also for certain appropriations in connection with 
he Atomic Energy Commission. I have a statement that I would 
‘ke to file. It is rather long. 

Mr. Razavt. Without objection, it will be inserted in the .record 
at this point. 

(The statement referred to is as follows:) 


Mr. Chairman and gentlemen of the committee, my name is J. E. Smith. Iam 
president of the National Rural Electric Cooperative Association, which is the 
national service organization for approximately 90 percent of all REA-financed 
electrie-type borrowers in the United States and Alaska. I am also manager of 
the Mecklenburg Electric Cooperative, Chase City, Va. 

We appear today in support of appropriations for the Tennessee Valley Author- 
ity and the Atomic Energy Commission, and have divided our prepared statement 
into two major sections accordingly. 


The Tennessee Valley Authority 


Mr. Chairman, the total appropriation requested for the Tennessee Valley 
Authority for the fiscal year 1956 by the Bureau of the Budget is $27,550,000. 
The actual 1955 appropriation for TVA was $120 million, which means that the 
1956 request represents a 77 percent cut over the actual appropriations for 1955. 
The 50 rural electrie systems which purchase their entire wholesale power 
requirements from the Tennessee Valley Authority and which depend on the 
Authority to supply them increasing quantities of wholesale electrical energy to 
meet a phenomenal rate of load growth, are, of course, ready to support any 
hudget recommendation for TVA appropriations during fiscal 1956 which will 
help the Authority to maintain reliable electric service. However, Mr. Chair- 
man, we feel that the $27.55 million appropriation requested for TVA is absurdly 
low when compared to the prior-year appropriations, and when it is contemplated 
that the loads of the Tennessee Valley Authority, exclusive of Federal establish- 
ments, are growing approximately 13 percent per year. The national average 
is approximately 8 percent. In fact, peak demands of the area are limited only 
hy power supply available. Yet there is not a penny in the budget request for 
construction of new generating facilities. 

Of the total budget request, $6,500,000, or 23.6 percent, is specifically earmarked 
to begin construction of a 20-mile transmission line across the Mississippi River 
to interconnect the TVA system and the proposed plant of Mississippi Valley 
Generating Co. (Dixon-Yates). This $6 million, which will only initiate con- 
struction of the line ultimately to cost $10 million, represents we feel, a surrender 
by the Federal Government of the integrity of the Tennessee Valley Authority to 
the representatives of New York investor groups who seek to destroy the right 
of the American people to enjoy the fruits of their own natural resources. 

This $6 million item would be the beginning of a 25-year period of appeasement 
hy the Federal Government of commercial utility interests: a program which 
Will cost the taxpayers of the United States or the ratepayers of the Tennessee 
Valley area $100 million to $140 million during the first 25 years of operation of 
the Dixon-Yates contract. 

It costs the Tennessee Valley Authority approximately $150 per kilowatt to 
huild thermal generating equipment at its ultra-modern large scale steam electric 
stations. At that rate, a 67,000 kilowatt steam electric station could be con- 
structed by TVA for merely the $10 million cost of the proposed inter-tie beween 
[VA and the Dixon-Yates plant. The $100 million figure, which we think is a 
‘onservative estimate of the extra cost to the Government of the Dixon-Yates 
contract over the 25-year period, would build a 67,000 kilowatt steam electric 
plant for the TVA system. The entire cost of the TVA facilities would be repaid 
to the Government with interest and at the completion of amortization, the 
‘overnment would own the plants. 

We cannot understand, therefore, why, for several years, the Bureau of the 
Budget has refused to recommend funds for construction of TVA generating 
facilities necessary to maintain electric capability to meet expanding loads, 
While simultaneously the same agencies are now apparently eager to approve the 
*xpenditure of similar amounts of money to accomplish nothing but the en- 
tichment of commercial utility companies at the expense of the taxpayers. 
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Last year, on May 19, 1954, the 21st birthday of the Tennessee Valley 4), 
thority, its retiring Board Chairman, Gordon R. Clapp, posted the following 
notice on the TVA bulletin board: 

“Notice to Tennessee Valley Authority Employees: 

“This is TVA’s 21st birthday. It is also the end of my 21 years with Ty, 
Goodbye and good luck. My deepest thanks to a great organization for the 
warding experience I have shared with all of you. I know that TVA, under thy 
leadership of its experienced and devoted Board, will continue to do its best t) 
maintain and improve the high standard of public service these 21 years hays 
established. In the months and years ahead, don’t let little minds or the greedy 
intimidate or enchant you or divert you from your service to the public interest 

“GORDON R. CLApp, 
“Chairman of the Board, Tennessee Valley Authority.” 

Mr. Chairman, we can remember no evidence as conclusive of the greed of the 
commercial utility interests or of the enchantment which they are capable of 
exercising, as that which has been apparent in bringing to realization the 
‘“Dixon-Yates scheme” for establishing a pattern to destroy the Tennessee Valley 
Authority as a competitive factor in the wholesale power market, and as a worli. 
wide symbol of American democracy. 

At his May 18th press conference, President Eisenhower said: 

“As you will recall, we will never wreck the TVA. It is a going, historic 
concern. It’s served a useful purpose. It was put up for particular purposes 
and, actually, if you go back to the original bill, I don’t think many people can 
quarrel about the purposes for which it was originally set up.” 

We think that now is the time for the President and the administration t 
demonstrate their avowed intent to maintain TVA as a going concern. 

The entire membership of the National Rural Electric Cooperative Association 
is unalterably opposed to the principles embodied in the Dixon-Yates contract 
and we ask that this subcommittee recommend that the $6 million included in 
the President’s budget for initial construction of a transmission inter-tie between 
the Dixon-Yates plant and the TVA system be deleted, and that there be sub 
stituted therefor a similar amount of money to initiate construction of additiona 
TVA-owned steam electric generating capacity. Oonstruction of additional 
steam capacity by TVA would not cost the taxpayers one penny and would be 
continuing evidence of the administration’s outspoken intention of maintainin: 
the integrity of the TVA system. 

Mr. Chairman, the Congress has, for several years, been concerned with th 
fact that each year TVA, to meet its ever growing load, has requested substantial 
appropriations for construction of new electric generating facilities. 

Neither the Bureau of the Budget nor the Congress has, during the past fe 
years, seen fit to allow TVA the necessary appropriations to assure the Authorit} 
that necessary additional steam electric capacity can be placed under construc 
tion in an orderly and economical fashion. Even assuming that the infamou 
Dixon-Yates deal is finally consummated and the 600,000 kilowatts of Mississippi 
Valley Generating Co. power is put on the line, the TVA load, exclusive of 
Atomic Energy Commission facilities, will exceed TVA’s capacity to supply suc 
loads by 357,000 kilowatts in 1958. We think that these figures demonstrat 
that even if the Dixon-Yates power plant is constructed, additional capacity i 
an immediate requirement. 

Some members of this subcommittee, representatives of the administration 
and other Government officials have also frequently voiced concern over the fact 
that although appropriations for TVA power facilities are an investment rather 
than an expenditure, nonetheless, they must be included in budgetary manage 
ment calculations and are reflected in national debt figures. ; 

To overcome these objections and to provide TVA with a vehicle of capital 
finance that will assure it of adequate money to build additional capacity ° 
the most economical basis, the Board of Directors of the Tennessee Valley Au 
thority has transmitted to the Bureau of the Budget a report recommendil: 
legislation to provide new sources of capital for TVA power system expalsiol 
The TVA Board has recommended that the Congress allow it to initiate a ne 
financing plan consisting of three principal elements: 

(1) TVA would be empowered to issue revenue bonds secured by power sale 
revenue to be sold to private investors or to the United States Treasury. Ths 
bonds would not be guaranteed by the Treasury and would not add to the nation 
debt. 

(2) The plan also contemplates that additional power capacity might be madd 
available to TVA under power purchase and lease or lease-purchase agreemel!! 
with agencies in the region which could finance new construction. 
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(3) The new financing measures would be supplementary and not in substi- 
tution of present appropriations provided by the Congress and revenues available 
from power operations. 

We think the proposal of the TVA Board to the Bureau of the Budget is sound 
and constitutes a plan which, while providing for annual congressional review 
of TVA activities, would, nonetheless, enable TVA to proceed on an orderly and 
economic development of new electric generating resources as the need arose 
without conflicting with the exigencies of Federal budgetary management and 
without subjecting the operation of a major utility system to the vagaries of 
political uncertainty. 

‘as you know, the Hydro-Electric Power Commission on Ontario, which is 
probably one of the greatest programs of natural resource developments for the 
benefit of the people that has ever been undertaken by a democratically controlled 
government, served as somewhat of a prototype or model upon which the concept 
of TVA was founded. Ontario Hydro was created in 1906 by the Ontario legis- 
lature. Until 1934 funds for financing capital expenditures of Ontario Hydro 
were obtained from the Provincial treasury. Finances depended on legislative 
action and subsequent sale of Provincial bonds. Some $207 million were invested 
by the Provincial Government, and although such an arrangement for financing 
capital expansion was advantageous at first to a new and untried enterprise, its 
disadvantages were soon apparent. The money advanced each year by the Gov- 
ernment was in truth an investment, but for purposes of bookkeeping and account- 
ing, was reflected in an increase of the direct debt of the Government which 
tended to give a false impression of both the size and nature of the Provincial 
debt. Caleulations of interest charges payable to the Government on the money 
advanced became increasingly complicated because of changing interest rates 
and other factors. Simultaneously the obvious success of Ontario Hydro and its 
adherence to practices of sound finance added to its prestige and ability to offer 
independently on its own behalf real security to prospective bondholders. 

Therefore in 1935 an understanding was reached with the Provincial gov- 
ernment Whereby all future capital requirements for Ontario Hydro would be 
financed by the issue of the commission’s own bonds and guaranteed, if necessary, 
by the Province. It is our opinion that the Tennessee Valley Authority has, in 
great measure, come along the same path followed by Ontario Hydro and is 
now at a point where appreciable portions of its capital expenditure require- 
ments may be met by the sale of bonds. 

We support the TVA request that it be empowered to issue bonds to finance a 
portion of its future needs for additional generating capacity, and whereas we 
realize this subcommittee is one primarily interested in appropriations, we hope 
that the members will realize the benefits that can be achieved by the plan 
proposed by the TVA Board. The plan would foster the most economic develop- 
ment of the TVA system and enable it to resolve the seemingly irreconcilable 
problems of budgetary management versus electric system construction and 
operation. 

I would point out, however, Mr. Chairman, that if the plan proposed by TVA 
is to result in establishing a component of financing truly independent of politi- 
cal vagaries, TVA, once its bond-issuing authority is established, must be 
allowed to proceed with the issuance of its securities on a businesslike basis 
without the necessity of submitting each proposed expansion of facilities to the 
Bureau of the Budget or other administrative agencies for approval. 

It is our conception that the Bureau of the Budget should be concerned with 
budgetary management problems only and should not be an agency which takes 
unto itself the additional technical problems of engineering decisions with 
respect to the desirability or lack of desirability of electric power facility con- 
struction by the Federal Government. 

The very circumstances which indicate that the Tennessee Valley Authority 
could sell bonds at interest rates below those now applicable to securities of 
the Federal Government is almost conclusive evidence that the Authority is 
expertly managed and capable of carrying on its own affairs subject only to the 
general supervision of the Congress. 

We would also emphasize, Mr. Chairman, that the proposal of TVA for inde- 
pendent bond-issuing authority does not relieve this subcommittee nor the 
Congress as a whole of its immediate responsibility to provide for the expanding 
power needs of the TVA area. We, therefore, urge that the subcommittee 
seriously consider the immediate dilemma facing our people in the TVA area. 
We urge that you reject the budget request for a $10 million transmission line 
to interconnect with the proposed Dixon-Yates plant—a project which will cost 
the Government $100 million during a 25-year period. We urge instead that the 
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subcommittee approve the $6 million, but unmistakably specify that it be useq 
for construction by TVA of additional steam electric facilities where they wil) 
best fit into the existing system. 


INTEREST OF RURAL ELECTRIC SYSTEMS IN ATOMIC POWER 


The rural electric systems are vitally interested in atomic power because of 
the hope it offers in being able to assist the rural electric systems with many of 
their difficult wholesale power problems. These power problems seem to remain 
with our systems year in and year out, and if anything, are becoming more diff- 
cult because of the changes which are being made by the administration ip 
Federal power policies. First of all the wholesale power costs of many of the 
rural electric systems are very high. During the calendar year 1954, REA 
estimates the total cost of power for all the rural electric systems was $140,600. 
000.1. Such a large expenditure is a major item in the total operating costs of 
the rural electric systems. These systems spend an average of 32 to 33 percent 
of their gross revenue for wholesale power. Of course, in some of our higher 
power cost areas it is much higher than that. 

In attachment 1 is listed the wholesale power costs of the rural electric systems 
for the year ending June 30, 1954, in order of decreasing costs. You will note 
that some of these wholesale power costs are very high. For example in Alaska 
they averaged 2.32 cents per kilowatt-hour ; Maine, 1.51 cents per kilowatt-hour; 
New Jersey, 1.38 cents per kilowatt-hour; Utah, 1.36 cents per kilowatt-hour: 
Minnesota, 1.35 cents per kilowatt-hour; Vermont, 1.35 cents per kilowatt-hour; 
Wisconsin, 1.33 cents per kilowatt-hour; etc. These costs are the cost of power 
delivered to the substations of the rural electric systems. With such high whole. 
sale power costs, it is difficult for the farmer to make full use of this most valuable 
hired hand. In many of these high-cost-power areas there is little or no hydro 
power, and as a result, the only hope many of these systems have for lower power 
costs is from the development of this great new source of energy. 

According to REA, the rural electric systems generated 15 percent of their 
total power needs during the fiscal year ending June 30, 1954. This power was 
generated in REA-financed generation and transmission systems. These systems 
have an installed capacity of 880,000 kilowatts. The generating units of these 
systems are usually quite small as the utility industry goes. According to RBA, 
steam units vary from 5,000 to 66,000 kilowatts with the predominate size being 
11,500 kilowatts. The average size of the internal combustion units is 1,100 
kilowatts. We feel the AEC must do some research and development work on 
these small-size units. Such units are not just typical of the rural electric sys- 
tems, but also exist in the municipal systems and have many industrial applica- 
tions. 

The generating costs of the rural electric systems also are quite high. This is 
mainly because of high fuel costs, the size of the units, and their low-load factors 
These costs in 1954 ranged from 3 mills to 10.6 mills. The lowest cost was at the 
Brazos Electric Cooperative at Waco, Tex. This was so low because it included 
some hydrogeneration. The highest cost was at the Border County Power Co- 
operative at Warroad, Minn. In the areas of very high cost, the AEC should 
carry on considerable research and development work because it is in those areas 
that atomic power will become feasible first. It seems to us that it certainly is 
more feasible to construct a nuclear powerplant in a high-cost-power area thal 
it is in a location like Shippingport, Pa., which is very close to the soft-coal fields, 
and also close to good water transportation which would reduce the transports: 
tion costs of fuel. Also, our systems offer definite advantages for the construc 
tion of demonstration powerplants—sites in rural areas where safety hazards 
should be at a minimum, low-interest rates which will reduce the capital outlay 
and the nonprofit operation which will make it easier to measure the actual costs 
of constructing and operating a nuclear reactor. 

Every year the farmer is using new electric appliances and equipment such 
as sprinkler irrigation, hay driers, freezers, heat pump, etc. As these new uses 
of electricity are utilized by the farmer, the loads of the rural electric systems 
are increasing. They are increasing at a faster rate than the commercial utility 
industry. Attachment 2 shows the input of the rural electric systems for the 
years 1943 to 1963. From 1954 on these figures are estimates, and we believe 


1This is an increase of over 15 percent above 1953. This cost of power includes cost of 
purchased power and prime costs involved in the production and transmission of generate 
energy. 








vill 





549 


they are conservative based on past experience. Based on the actual figures, 
the loads of the rural electric systems are doubling about every 4 to 5 years. 
This compares with the commercial utility industry where their loads are 
doubling about every 7 to 10 years. This rapid load growth requires new sources 
of power. This is a serious problem for many of our rural electric systems 
because in some areas these systems indicate there is not enough power in 
sight for present or future growth. On the annual January 1 survey which 
NRECA makes of the rural electric ssytems, 82 systems indicated that they 
were handicapped by a present shortage of wholesale power, and 155 systems 
indicated that they did not have enough power in sight for future growth. 
These systems look to atomic power for some assistance with this problem, 
and they hope that this committee will direct the AEC to carry on research 
and development work which can assist them in meeting these difficult power 
problems. 


Activities of the Rural Electric Systems in Atomic Power 


The rural electric systems are trying in every way possible to acquire knowl- 
edge of developments which are taking place in this rapidly changing technology. 
They are doing this under difficult circumstances because neither REA nor the 
AEC has made available to the rural electric systems sufficient technical assist- 
ance. These systems do not have the resources to purchase the necessary tech- 
nical assistance in what amounts to a highly competitive job market. 

Shortly after the passage of the Atomic Energy Act of 1954, the president of 
NRECA appointed an atomic energy committee. Later this committee pro- 
posed to the AEC that the rural electric systems enter into a contractual 
arrangement with the AEC for a study group to look into the application of 
atomic power in rural areas. This proposal was submitted to the AEC on 
September 15, 1955, and was approved by the AEC on January 12, 1955. This 
study contract was formally executed by NRECA and AEC on March 18, 1955. 
At that time all members of the study group had received Q clearance. This 
study group is composed of myself, several other members of the staff, our 
Vermont director who is chairman of the group, the manager of our association, 
the managers of generation and transmission cooperatives in New Mexico, 
Wisconsin, Iowa, and Minnesota, and the manager of a distribution cooperative 
in the State of Texas. This group on the whole represents rural electric systems 
from high cost power areas. They are attempting to learn everything they can 
about developments in the field of atomic power, and then apply their knowledge 
of rural electrification to these developments. This study group met in Wash- 
ington recently for 3 days and met with officials of the AEC, the Army Corps 
of Engineers and private manufacturing companies which are engaged in 
research and development work in the atomic power field. We feel encouraged 
as a result of these meetings. It appears atomic power is being developed at 
irate much faster than we had any knowledge of. At the same time it appears 
that the AEC is not doing sufficient development work on small-civilian reactors 
which the rural electric systems may be able to use for their own generating 
systems. I will comment in more detail on that later. 

Interest in atomic power is evident in our statewide associations of rural elec- 
trie cooperatives. The statewide association in Kansas recently received ap 
proval from the AEC for a limited access agreement. This limited access agree- 
ment Will enable the statewide organization to receive the classified information 
available on atomic power, and also enable them to attend classified technical 
lectures on atomic power research and development. Another one of our state- 
wide organizations, the Indiana Association of Rural Electric Cooperatives, also 
has a request pending at the AEC for approval of a limited access agreement. 
Other statewide organizations, and perhaps some of the individual rural electric 
cooperatives, probably will also apply for such agreements. Our people are hun- 
‘ry for information about atomic power. They are anxious to benefit from the 
(evelopment of this new source of energy. 

One of our generation and transmission cooperatives in Minnesota expects in 
the near future to present a proposal to the Atomic Energy Commission for the 
construction of a reactor of 20,000 kilowatts electrical output. They are working 
on this proposal with one of the Nation’s leading manufacturing companies. 
Preliminary studies on this proposal indicate that this cooperative may be able 
to generate power at a lower cost with nuclear fuels than it is able to from its 
Present steam generation. One of the reasons for this is that this particular 
‘ooperative has one of the highest generating costs in the Nation. The AEC will 
be called on to finance part of the cost of this proposal. It is hoped that this 
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committee will encourage the Atomic Energy Commission to facilitate such 
proposals for the construction of small reactors, and to allocate some of the 
funds set up for the demonstration power reactor program for this purpose. We 
believe this is absolutely essential if these small consumer-owned systems are 
going to be able to participate in this program. If they are not able to partici- 
pate in this program, and if atomic power is developed so as to be lower in cost 
than in their present means of generation, it could spell the death of these 
cooperatives. 
THE AEC BUDGET 


I found it very difficult to do an intelligent analysis of the AEC budget be- 
cause of the little information available on it. It seems that for reactor de- 
velopment, the budget items are only broken down into military reactor develop- 
ment and civilian reactor development, and it is impossible to determine how 
the money will be allocated within these large categories for particular projects 
The AEC has indicated that this information is not available to the public. With- 
out such information we cannot gage the emphasis which is being put on par- 
ticular projects by the Atomic Energy Commission. But we believe from the 
analysis we have been able to make that the AKC is not doing sufficient work in 
several fields. We hope this committee will see fit to encourage the Atomic 
dnergy Commission to do work in these areas, and also appropriate the necessary 
funds for such work. 

First of all, we believe the AEC should be authorized to construct large dem- 
onstration reactors in areas where it is using power such as in the Tennessee 
Valley and in the Northwest. We believe it is only logical that the AEC construct 
such plants for its own use. Also, if the Federal Government constructs these 
plants, they will serve as real yardsticks and enable us to determine exactly 
what the costs of atomic power generation and operation are. We certainly will 
not be able to determine this from the plant which is being built at Shippingport, 
Pa., because of such factors as rapid tax writeoffs, the usual private utility prac- 
tices of hiring elaborate engineering services, and other methods which make it 
very difficult and practically impossible to measure what the actual costs are 
We also believe that if the AEC constructs such plants, it will be able to reliev 
the burden it is putting on the supply of power available for civilian use. If 
this is done, it may be unnecessary to make such deals as the scandalous Dixon- 
Yates contract. We believe such construction by the AEC of large demonstration 
plants is consistent with the provisions of the Atomic Energy Act of 1954. | 
would like to read from the Conference Report on H. R. 9757 which later became 
the Atomic Energy Act of 1954. This language is contained in House Report 
2666, 83d Congress, 2d session on page 47. 

“The committee of conference amended section 31a, subsection 4 so as to clarify 
the authority of the Commission to build or contract for the building of large 
scale atomic energy utilization facilities for the purpose of demonstrating the 
practical value of such facilities in the generation of electric energy or for other 
industrial or commercial purposes. The construction of such large-scale demon- 
stration facilities would require specific authorization by the Congress as pre- 
vided in section 261.” 

We support the Gore bill, S. 1049, which would provide such authorization. 
We hope this committee will see fit to encourage the AEC to request such authori- 
zation, and also to make it clear that if such an authorization is approved by the 
Congress, this committee will recommend that the necessary funds be appre- 
priated for that purpose. 

Also, in the construction of such large-scale demonstration plants, the rural 
electric systems are entitled to preference in the marketing of any surplus power 
which may be available. If such plants were developed in large sizes, and if the 
power produced proved to be economically feasible, our systems may be able 
to obtain some additional power to meet their ever-increasing loads. It cer- 
tainly would serve a most useful purpose in providing a yardstick to measure 
the cost of nuclear power generation. 

We would also like to see this committee direct the AEC to carry on more 
research and development work in the field of small reactors, in particular 
in the development of reactors of 2,000 to 30,000 kilowatt electrical output. At 
the present time the AEC is not carrying out work in this area except on pilot 
plants or prototypes for much larger reactors. We want to see them construct 
or participate in the construction of small reactors of several different types. We 
have received several reports that such reactors may be feasible and may be 
competitive in the near future. We certainly believe that this should be e¥ 
plored. We were told by people at the AEC that it is not necessary for them 
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to engage in this type of activity since the Army is doing the research and 
development work in the field of small reactors. We believe the Army is per- 
forming a very useful function in developing a package reactor, but at the 
same time we feel that this reactor is being developed with so many military 
requirements Which increase the cost that it will not assist much in the search 
for competitive civilian power from small reactors. We would like to see this 
committee encourage the AEC to undertake such research and development by 
itself, and also through a demonstration power reactor program in which 
rural electric systems and the municipals would be encouraged to submit pro- 
posals for participation. We also would like to see sufficient funds allocated 
for this purpose. We believe the AEC has ample authority to carry on such a 
program under sections 31 (a) and 32 of the Atomic Energy Act of 1954. Under 
section 32 the AEC “is authorized and director to conduct, through its own 
facilities, activities and studies of the generation of usable energy.” Under 
section 31 (a) the AEC “is authorized and directed to make arrangements (in- 
cluding contracts, agreements, and loans) for the conduct of research and 
development activities relating to the generation of usable energy.” We believe 
that under section 31 (a), the AEC could enter into contracts and agreements 
with our rural electric systems for the development of atomic power from small 
reactors. Through such contracts and agreements, they could provide the 
necessary financial and technical assistance. They are now doing or planning 
to do this with several groups of large private utilities. We must not be ex- 
cluded from such research and development work because our needs are for 
smaller units, and because we do not have the financial and personnel resources 
of these large private utility combines. 

We wish to call your attention to paragraphs 5, 6, and 7 of the section entitled 
“Legislative Program of the Resolution on Atomic Power’ (attachment 3) 
adopted unanimously at the last annual meeting of the National Rural Electric 
Cooperative Association held at Atlantie City, February 17, 1955. It is on the 
basis of this resolution that I am making these requests. 


DIVISION OF CIVILIAN POWER APPLICATION 


We are concerned with the fact that the AEC still has not established a division 
of civilian power application as we believe the Congress intended it to do when 
it adopted section 25 (a) of the Atomic Energy Act of 1954. This section reads: 

“There is hereby established within the Commission—a. * * * divisions (not 
to exceed 10 in number) as the Commission may determine to be necessary to 
the discharge of its responsibilites, including a division or divisions of primary 
responsibilities which include the development and application of civilian uses 
of atomic energy * * *,” 

We believe the establishment of such a division is absolutely essential if the 
development of civilian atomic power is going to be given sufficient emphasis. 
Also, it will facilitate the provision of technical advice and assistance for groups 
such as ours. Our people will know where to go and who to deal with if such 
i division is established. We hope that this committee will see fit to call to 
the attention of the AEC this provision of the Atomic Energy Act of 1954, and 
ilso to appropriate sufficient funds for the AEC to establish such a division 
With an adequate staff. At the present time we understand that there is a 
‘ivilian reactor branch in the Reactor Development Division. This is a step 
in the right direction, but only a step. This branch is very small—it has only 
’ people. secause of this we cannot see how it could possibly do the tremendous 
job it faces. The personnel in this small branch are not able to give us the 
ilvice and assistance we require. They do not have sufficient personnel with 
hnowledge of the needs of the rural electric and public utility systems. These 
ystems require more technical assistance and advice than the large commercial 
power companies because of their limited financial and personnel resources. 
‘EA, at the present time, is not staffed to offer the necessa ry nuclear power advice 
iid assistance. We believe REA should build up a nuclear power staff. But at 
he same time, we believe that AEC must assist us along these lines. 

he requests we are making of this committee are not great, and do not 
lvolve tremendous sums of money when considered in the context of the 
temendous atomic energy program and the challenge and promise of atomic 
ower. If the committee does something about these requests, we feel sure the 
Ural electric systems will have the opportunity to benefit from what may be an 
Pundant hew source of electric energy. The farmers of America will be grateful 
tT any helpful action taken by the members of this committee. 


632405536 
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ATTACHMENT 1 


Wholesale power costs of rural electric systems for year ending June 30, 1954, 
in order of decreasing cost 


[Official REA figures] 


Cost per 


Cost per 
kilowatt-hour, P 


kilowatt-hour, 
cents 


24. 

25. 

26. 

27. 

28. Wyoming 
Vermont ; 29. California 
Wisconsin 30. Virginia 
8. ‘ 31. New Mexico 
9. y 32. 

10. J 33. 
11. ‘ 34, 
12. E 35. 
13. North Dakota ; 36. 
14. Maryland ‘ 37. 
15. West Virginia ; 38. 
16. Pennsylvania 39. 
17. South Dakota . 40. 
18. Missouri a 41. 
19. Florida 42. 
20. Ohio 5 43. 
21. Indiana . 85 | 44. 
22. Nebraska : 45. 
ER Eee ee ee an 46. 


The United States average is 0.76 cents. 


OD OU Go bo 


Georgia 
Oklahoma 


Mississippi 
Tennessee 


ATTACHMENT 2 


Estimated input of kilowatt-hours of energy of REA borrowers by calendar year, 
1943-63 } 





Input in 
kilowatt- 
hours 


Billions 
(2) 
(2) 
(2) 
(?) 

(2) 
(?) 
(2) 





pin 


Percentage 
| increase over 
preceding 











Input in 
kilowatt- 
hours 


Billions 
8. 308 | 
10. 241 | 
11. 991 | 
13. 890 
115. 480 | 
16. 810 
18.150 | 
19. 480 | 
20. 820 | 
22. 160 | 
23. 490 
24. 830 
26, 170 
27. 500 | 


Percentage 
increase over 
preceding 
year 


Anc 
Yster 


1 Actual input through 1953; estimated for 1954-63. ‘Input’ excludes power produced for resale to not 
REA borrowers. 


2 Data for years 1936-42 not available on comparable basis. 


Source: REA. 


Gross input for earlier years destroy col 


parability because data on energy generated for resale to non-REA borrowers is not available. , 
3 In the 5-year period 1949-53, inclusive, energy input more than doubled (1953 was 105 percent of 1949). 
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ATTACHMENT 3 


{ESOLUTION ADOPTED AT THE NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 
ANNUAL MEETING, FEBRUARY 17, 1955 


Whereas we are entering a period in which much of our electrical energy will 
he venerated from nuclear fuels ; and 

Whereas the people of this country have already spent over $13 billion on the 
,tomic energy program development ; and 

Whereas if this great new energy resource is to be developed and utilized for 
the benefit of all the people rather than pave the way for profiteering by a few; 
and 
, Whereas the United States is engaged in a race with the Soviet Union in the 
development of peacetime uses of atomic energy as well as military uses and that 
the one may Well be as important as the other in the years ahead: Now, therefore, 
be it 

Resolved, That NRECA, the member systems and our allies in other organiza- 
tions press for the establishment of Federal atomic energy policy which will 
insure the rapid development of low-cost power from a program of action which 
will include participation By public, cooperative, and private power agencies, and 
that the same protection of the public welfare long established in another field 
of public resources, that of waterpower, be extended to this new source of energy, 
and that to implement such principle the following policies and legislation be 
supported ° 

LEGISLATIVE PROGRAM 


The Atomic Energy Act of 1954 should be amended to: 

1. Make compulsory the establishment of a civilian electric power development 
and distribution administration which would be responsible to the Congress and 
ihe people for the rapid development and distribution of atomic power, and that 
this administration should be required by law to appoint consultative committees 
oi Which there would be representatives from private, public, and cooperative 
organizations of the electric industry, and that these committees be kept in- 
formed and serve in an advisory capacity to the administration and thus be a 
source of informed opinion to the Congress, the electric industry, and the general 
publie. 

2. Provide for compulsory licensing of all atomic patents and extension of the 
licensing period for an indefinite time, and fix patent rights to discoveries as a 
part of the public domain. 

5. Authorize any Federal power agency to construct Federal atomic yardstick 
jlants with funds appropriated by the Congress (the Johnson amendment). 

4. Give preference to nonprofit power systems to nuclear fuels. 

5. Direct the AEC to cooperate with REA and the rural electric systems to 
make possible full participation by the rural electric systems in the atomic- 
energy pr¢ gram, 

6. Direct the AEC to give adequate and increased attention to the develop- 
nent of small reactors readily adaptable to rural electric and municipal systems. 

7. Direct the AEC to construct and operate several small- to large-scale experi- 
mental reactors immediately to supply power to AEC’s own operations. 

8. The AEC should be urged to provide adequate technical assistance to an 
‘RECA or joint REA-NRECA study team and request additional funds from 
he Congress for that purpose if necessary. 


AGENCY POLICY AND ACTION 


And, further, in terms of agency policy and action, NRECA and the member 
ystems and our allies in other organizations should press for the following 
igency policies and actions: 

1, REA should budget funds and personnel for the benefit of REA borrowers 
‘make possible full joint participation with NRECA in the atomic-energy study 
rogram and keep all systems fully informed. 

2 The AEC should carry out the intent of the Atomic Energy Act and estab- 
ish a division of civilian power development without waiting for Congress to 
make it mandatory, and the recently appointed consulting committee should 
be broadened to include additional representatives of the rural electric systems. 

3. The AEC should be urged as a matter of administrative policy to devote 
nore funds and personnel to the specialized needs of the rural electric systems. 

4. The AEC should actively encourage and assist rural electric systems in 
ubmitting proposals for development and experimentation so as to actively 
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encourage competition in the atomic-energy program. The AEC should reeog. 
nize its continuing primary responsibility that most of the experimental wor 
on power reactors should be carried on directly by the AEC in order that patent 
rights to the processes should become part of the public domain and not a source 
of inordinate profit or botthkenecking in the hands of private groups. 

5. The AEC should abandon the largely fallacious view that the subsidies 
being granted to private corporations by the AEC and ODM are more economica| 
to the people and the Government than an outright subsidy through the AKC 
for reactor development, and the AEC should recognize that their present and 
past policies in this area will result in concentration of control, special privilege, 
and monopoly in the program. 

6. The AEC should immediately seek funds to construct one or more large 
demonstration reactors to serve its own needs at large atomic installations as 
this is already legal under the law. 

7. The AEC should cease making basic policy decisions in the atomic-power 
program without adequate representation of rural electric, municipal, and Fed. 
eral power systems, as these policies being established are almost as important 
as legislation, and there is every evidence that the private-power companies are 
ulready being consulted while other groups are excluded 

8. The AEC should make every effort to reduce the area of information cir- 
cumscribed by security restrictions in order that the public, including our systems 
without cleared personnel, may have the advantage of a maximum of information 
on prices of materials, costs, techniques, subsidies, and other information vital 
to understanding. 

9. The AEC should immediately spell out clearly the procedures by which it 
intends to effectuate its responsibilities under the power-preference provisions 
to nonprofit electric systems set forth in the Atomic Energy Act of 1954. This 
statement should include procedures on notification of availability of power, 
firming power, wheeling, and other arrangements essential to preference rights: 
and be it further 

Resolved, That the NRECA board of directors instruct the atomic energy con- 
mittee of our staff to watch this whole atomic program carefully and keep out 
people and the Members of the Congress informed on developments and needs: 

And further that the association management be authorized and delegated to 
authorize such staff personnel and to obtain additional services as necessary t 
adequately keep abreast of atomic power program developments, provided it 
is understood that budget is not now available for extension of services in this 
direction. 

Mr. Sairn. I just want to make a few brief remarks in connectio! 
with our testimony in support of those appropriations. 

First, with reference to TVA, we find that the actual 1955 appro- 
priations for TVA were $120 million, whereas the total requested for 
the fiscal year 1956 is only $27,550,000. This represents a 77 percent 
reduction. 

There are 50 rural-electric systems that purchase their energy 
requirements from TVA, and these systems depend upon TVA to 
supply them power to meet their ever-increasing loads. The TVA 
loads, exclusive of Federal establishments, are growing at the rate 
of 13 percent per year. The national average is 8 percent per year. 
The loads of many of our rural electrics tend to double every 4 or 
5 years. Yet there is not 1 cent in the budget request for construction 
of new generating facilities. There is contained in the budget 3 
request of $6,500,000 to begin the construction of a 20-mile transmis 
sion line across the Mississippi River to interconnect with TVA facil- 
ities and the proposed plant of the Mississippi Valley Generating 
Co. This represents 23.6 percent of the total budget request. The 
ultimate cost of that line is estimated at $10 million. This $6,500,000 
item would be the beginning of a 25-year period, we think, of appease 
ment by the Federal Government of commercial-utility interests, 
which program will cost the taxpayers, or the rate payers, from $100 
million to $140 mijlion during the first 25 years of operation of the 
Dixon- Yates contract: 
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Now, gentlemen, it costs the TVA about $150 per kilowatt to build 
the thermal generating equipment. At that rate a 67,000 kilowatt 
steam plant could be constructed by TVA for merely the $10 million 
cost of the proposed transmission line across the river. The $100- 
million figure would build a 670,000-kilowatt steam-electric plant. 

At the same time, the entire cost of the plant, if built by TVA, 
would be repaid to the Government with interest, and the Govern- 
ment would retain ownership of the plant. The entire membership 
of the National Rural Electric Cooperative Association is opposed to 
the principle embodied in the Dixon- Yates contract, and we urge that 
this committee recommend that the $6,500,000 be deleted for the pur- 
pose requested, but that a similar amount be substituted therefor to 
start construction of additional generating capacity by TVA. 

Mr. Chairman, many of our officials have frequently voiced con- 
cern over the fact that although appropriations for TVA are an in- 
vestment rather than an expenditure, nontheless, they must be included 
in the budget and reflected as part of the national debt figures. ‘To 
overcome these objections, and at the same time provide TVA with 
necessary financing for growth, the Board of Directors of TVA have 
sent to the Bureau of the Budget a report recommending legislation 
to provide new sources of capital for TVA. These recommendations 
would principally allow TV A to issue revenue bonds secured by power 
sales revenues to be sold to private investors or to the United States 
Treasury. I think that you are familiar with that plan. 

We think this proposal to be sound and in the best interests of the 
veneral welfare. We heartily support this proposal. 


ATOMIC ENERGY COMMISSION 


Now, Mr. Chairman and gentlemen, I would like to make a few 
remarks with regard to appropriations under the Atomic Energy 
Commission. 

Our rural electric systems are vitally interested in atomic power 
because of the hope it offers in being able to assist these systems with 
many of their difficult wholesale power problems. 

First of all, the wholesale power costs of many of our systems are 
very high. During the calendar year 1954 REA estimates show that 
our systems spent $140,600,000 for wholesale power. These costs 
represent an average of 32 to 33 percent of the gross revenues of these 
systems. Of course, in some of our higher power costs areas it is 
much higher than that. 

For example, power costs for Alaska during the period ended 
June 30, 1954, amounted to 2.32 cents per kilowatt-hour; in Maine, 
1.01 cents; New Jersey, 1.38 cents; Utah, 1.36 cents: Minnesota, 1.35 
cents ; Vermont, 1.35 cents; Wisconsin, 1.35, and so on. 

hese costs are the cost of the power delivered to substations of 
the rural electric systems. With such high wholesale power costs it 
is difficult for farmers to make full use of electric power so badly 
heeded on the farms today. 

In many of those high-cost areas there is little, or no hydro, and 
consequently, the only hope any of these systems have for low-cost 
power Is atomic energy. 

During the fiscal year 1954 the rural electric systems generated 15 
percent of their total power needs. According to REA, the size of 
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generating units varied from 5,000 kilowatts to 66,000 kilowatts, wit) 
the predominant size being 11,500 kilowatts. 

We feel that the Atomic Energy Commission must do some researe} 
and development on these small-size units. Such units are also typical 
of the needs of many municipalities and industrial needs. 

It is our feeling that our systems offer definite advantages for the 
construction of demonstration power plants: 

(1) Our systems are located in rural areas where safety hazard: 
should be at a minimum. 

(2) The low interest rates available to our systems will reduce the 
overall capital outlay. 

(3) The nonprofit operations of our systems will make it easier 
to measure the actual cost of constructing and operating a nuclear 
reactor. 

The loads of our systems are increasing at a rapid rate. They tend 
to double every 4 to 5 years, as compared to every 7 to 10 years for 
commercial utilities. This presents a serious problem to many rural 
electric systems. A problem of adequate power supply for present 
and future needs is presented. 

The rural electric systems are trying in every way possible to acquire 
knowledge of the developments in the atomic-power field. This is 
quite difficult when we consider the lack of technical assistance avail- 
able to them. That is due mainly to the inability of the rural systems 
to purchase that assistance. 

Therefore, in connection with the budget of the Atomic Energy 
Commission we would like to request : 

(1) That this committee encourage the Atomic Energy Commission 
to request authorization to construct large demonstration reactors in 
areas where it is using power such as in the Tennessee Valley and in 
the Northwest, and also to make it clear that if such an authorization 
is available, this committee will recommend that the necessary funds 
be appropriated for that purpose. 

(2) That this committee direct the Atomic Energy Commission 
to carry on more research and development work in the field of smal! 
reactors. In particular, the development of reactors of 2,000- to 
30,000-kilowatt output. 

Further, that rural electric systems and municipals be encouraged 
to submit proposals for participation, and that sufficient funds be 
allotted for this purpose. 

(3) That this committee will see fit to call to the attention of the 
Atomic Energy Commission the provision of the Atomic Energy 
Commission Act of 1954, providing for the establishment of a div- 
sion of civilian power application, and that sufficient funds be appro 
priated for the Atomic Energy Commission to establish such a div! 
sion with an adequate staff. 

Mr. Chairman, that completes my statement. 

Mr. Razavr. Off the record. 

(Discussion off the record.) 

Mr. Kirwan. Can you tell me, Mr. Smith, starting off let us say 
at New York, why it runs 1.12 cents per kilowatt-hour up to 2 
cents in Alaska? Why are those so high? 

Mr. Smiru. Well, we think one reason is that you have very little 
hydrodevelopment in those areas, and then, as we have shown by 
some charts we have developed in the past, the closer you get to some 
of these hydrodevelopments, such as TVA and the Northwest, tle 
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closer to these areas the cheaper the power rates become, not only 
from that source but from the other sources as well. 

Mr. Kirwan. In Ohio it is only 0.86 cents. Why would Ohio be 
).86 cents, when it is 1.35 and 1.51 up in Maine and New Jersey? 
New Jersey, I think, had power before Ohio had it. Why should it 
be selling for that price there? There is no hydropower in Ohio, 
and no hydropower in Jersey. 

Mr. Smurrn. Mr. Kabat, who is a member of our staff, Mr. Chairman 
and gentlemen, just mentioned to me that the Ohio rate was much 
higher than this until they formed a G. & 'T. cooperative in Ohio and 
consequently brought the cost of power down. 

Mr. Kirwan. That is the point I wanted to bring out. What 
makes it cheaper in Ohio than all those other States? 

Mr. Ranaut. There is a yea-and-nay vote on recommittal on the 
floor. We could wait for the second rolleall. 

Mr. Pritures. In this list on the last page of your statement you 
show Alaska as 2.32 cents. Is that not purchased from public power 
in Alaska ? 

Mr. Kasar. I believe that is mainly power that is either generated 
by the cooperatives themselves or is purchased from facilities of the 
Department of Defense or some similar installation. It is so high 
mainly because of the high cost of fuel. 

Mr. Puttuips. I notice in Nebraska, which we heard about before 
the committee as being entirely a public power State, Nebraska is 
vetting 0.84 cent, which is about half way up or down the list. Is that 
not fairly high for these comparable rates, since they pay no taxes? 

Mr. Ranaut. Is that coal there ? 

, Mr. Kirwan. They have only a little hydropower from Garrison 
Jam. 

Mr. Puiturpes. The testimony this morning was that it was the use 
of steamplants that brought down the rates. 

Mr. Karat. I would say that two important items have contributed 
more than anything in bringing down rates. One is the fear of compe- 
tition. The other is the threat of REA financed generating and trans- 
mission facilities. 

Mr. Putiures. Let me ask you something else. We did not have 
the mayor of Memphis before us today, but he sent us a very firm 
statement that if he had to buy power from a private utility he would 
not buy it. I do not know—is he going back to coal, oil, or something ? 

What I want to ask is: How many REA’s are there in the country ? 

Mr. Surrn. A little over 1,000. 

Mr. Priuuips. If all the REA’s took the same position against the 
= . private power, how many of them would have to turn off the 
ights? 

Mr. Smiru. That would be hard to answer. We take the position 
that we are looking for low-cost power. 

Mr. Putixirs. Just tell me how many would have to turn off their 
lights. Most of them would, would they not? 

Mr. Smirn. A good percentage, because a good percentage of them 
are buying from the power companies; if that is your question. 

Mr. Puiiures. Surely. 

Mr. Suir. Mr. Kabat says about 47 percent. 

Mr. Kanar. They buy 47 percent of their total power needs from 
commercial power companies. 
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Mr. Coorer. Mr. Chairman, we are glad to cooperate with the com. 
mittee. I should like to present Mr. Paul Tidwell, of Tennessee, 


STATEMENT OF PAUL H. TIDWELL 


Mr. Rasaur. Mr. Tidwell, we would be glad to hear from you. 
Mr. Tipweti. Mr. Chairman, I should like to submit my short state 
ment for the record and say that you had the TVA Board up here 
last week, and you have heard some fine t testimony here today. | 
think with that we will call our part of the testimony closed. 

(The statement is as follows:) 


Mr. Chairman and gentlemen of the committee, my name is Paul H. Tidwe!l 
1 am manager of the Meriwether-Lewis Electric Cooperative, Centerville, Tenn. 
and am also Tennessee director of the National Rural Electric Cooperative 
Association. 

Mr. Chairman, my statement will be very short. I want to endorse what has 
heen said in support of adequate appropriations to carry on the TVA program, 
Certainly the meager amount of $27,550,000 recommended by the Bureau of the 
Budget is not adequate to do the job which has to be done. The budget request 
earmarks almost a fourth of the total recommended to start construction of a 
transmission line from the Dixon-Yates plant to bring power into Memphis. 

The cooperatives for whom I am speaking today do not want Dixon-Yates 
power brought into the area. We hope this committee will delete the $6,500,000 
item contained in the President's budget to start construction of the Dixon-Yates 
transmission line and instead earmark at least this much for steam-generating 
units, as requested by the TVA Board. We are facing a serious power shortage 
in the area unless funds for increased power supply are made available. Dixon- 
Yates deals are not a satisfactory answer. Throughout the last 22 years a great 
program in the TVA area has been carried out as a partnership between the 
Federal Government and its local citizens. It has been a true partnership—not 
a phony one. It has been the kind of partnership we would like to see main- 
tained and promoted. 

Mr. Chairman, we certainly hope the committee will approve at least $6,500,000 
for new steam generating units and at the same time cut out funds for the con- 
struction of the transmission line to tie the Dixon-Yates plant into the TVA 
system. 

One way much of TVA’s budget trouble can be overcome would be for approv: 
to be given for the agency to issue revenue bonds in line with Board of Sibreetens 
report recommending this to the Bureau of the Budget. We believe that per- 
mission to issue revenue bonds, if given without unnecessary and cripplilg 
restrictions, would partially solve TVA’s budgetary troubles. In the meantime, 
until a solution is worked out the Congress must help by providing adequat 
appropriations. 

Mr. Chairman and members of the committee, I want to thank you for the kin 
attention and consideration you have given me. 


Mr. Rasavur. I presume you are in accord with all the testimony 
that has been given here today, Mr. Tidwell ? 

Mr. Tinwett. I would say most of it ; yes. 

Mr. Ranavr. Thank you. Mr. Cooper? 


STATEMENT OF CHARLES M. STEWART 


Mr. Cooper. Next, Mr. Chairman, may I present Mr. Charles 
Stewart of Kentucky. 

Mr. Rasavr. We would be glad to hear from you, Mr. Stewart. 

Mr. Srewart. Mr. Chairman, to cooper ate with the committee, which 
has been very generous with its time today, we will file our report. 

(The statement is as follows :) 


Mr. Chairman and gentlemen of the committee, my name is Charles M. Stewa! 
and I am manager of the Warren Rural Electric Cooperative Corp., at Bowlin 
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Green, Ky., and a director on the national board of the National Rural Electric 
Cooperative Association. 

What I have to say, I can say very briefly. My cooperative and 51 other co- 
operatives are dependent upon TVA for our wholesale power supply. Our loads 
are growing rapidly and our sources of power must expand with corresponding 
rapidity. 

For several years now we have been attempting to secure funds with which we 
ean start a new steam plant at Fulton, Tenn., to provide for our future needs, 
but we have been unsuccessful. As a result we are facing a crisis in our power 
supply. The only alternative that has been offered us to date is the Dixon-Yates 
deal, and we are not inclined to accept that way out of our difficulties. We are 
not going to sell our heritage of a dynamic TVA for a mess of Dixon-Yates 
pottage. 

We need your help. We want the funds recommended by the Bureau of the 
3udget for the Dixon-Yates transmission line to start work on the Fulton plant. 
It is our great hope that the Congress will provide that this be done. 

If the Congress does not intend to continue to meet TVA’s needs, i. e., our needs 
by prompt appropriation, we urge your consideration of the new financing plan 
for TVA. But providing for this new financing plan is basic legislation and such 
legislation will probably not be forthcoming this year. In the interim we can- 
not turn the lights out in the valley. We urge that these funds be made avail- 
able for the plant at Fulton while we are trying to get agreement on alternative 
plans for financing the expansion of power supply in the TVA area. The Con- 
gress cannot deny the utility responsibility TVA has in the valley. Please give 
us your assistance in meeting this emergency, and we will work with you on 
plans to make it impossible for such an emergency ever to occur again. 

Mr. Srewart. We are another cooperative in Kentucky that is re- 
ceiving its power from TVA and is dependent upon an adequate source 
of power. We hope that this committee will see fit to see it is con- 
tinued. 

Mr. Puitiies. You are from Bowling Green, Ky., across the river ? 

Mr. Srewart. Yes, sir. 

Mr. Ranaut. Thank you, Mr. Stewart. 

Mr. Coorer. Mr. Chairman, we thank the committee for the kind 
and attentive hearing they have given us, and we appreciate the 
courtesies extended. I speak on behalf of all those who have appeared 
today and all of our colleagues in the House who are here and inter- 
ested in the matter. 

Mr. Rasavur. You have had a very fine representative group here 
today, Mr. Cooper. We are very glad to have heard you. 

Mr. Jensen. I do not know that what I have to say now will add 
anything to this hearing, but I am duty bound to say it, believing as 
I do, that after all is said and done we must remember that in these 
States, such as my State of Iowa, the private utilities pay local, State, 
and Federal taxes on revenues from power, which amounts to some- 
thing in the neighborhood of about 114 mills on every kilowatt-hour 
of power that is produced and marketed. 

It is not any great feat, as I see it, for anyone who does not pay 
Federal taxes to undersell the fellow who does, regardless of what 
business he is in. That would pertain to farming as well as every- 
thing else. Ifa farmer in one State did not pay taxes, the farmer in 
the adjoining State and every other State in the Union would have 
an awful time competing with him on the price of goods. 

I think it is well to remember, gentlemen, that if it were not for the 
taxpayers of America there would be no money in the Treasury to 
‘ppropriate for TVA or any other enterprise or purpose. So let us 
hot be too tough on the taxpayer. 

Mr. Rasavt. The committee is adjourned. 
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